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PRICEAATERHOUSE(COPERS

PricewaterhouseCoopers LLP
Chartered Accountants

111 5th Avenue SW, Suite 3100
Calgary, Alberta

Canada T2P 5L3

Telephone +1 (403) 509 7500
Facsimile +1 (403) 781 1825

February 21, 2007

Auditors’ Reporf

To the Share Owners of
ATCO Ltd.

We have audited the consolidated balance sheets of ATCO'Ltd. as at December 31, 2006 and 2005
and the consclidated statements of earnings and retained earnings and cash flows for the years then
ended. These financial statements are the responsibility of the Corporation’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards; Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolldalcd ﬁnanclal statcments prescnt fairly, in all material respects, the -
financial position of the Corporatton as at December 31, 2006 and 2005 and the results of its operations
and its cash flows for the ycars then ended in accordance with Canadian generally accepted accounting
principles.

%Wam@o/m LLP

Chartered Accountants

Calgary, Alberta

PricewaterhouseCoopers refers to the Canadian firm of Pri‘cewatcrhouse(,‘oopers LLP and the ather member firms of PricewaterhouseCoopers
International Limited, each of which is a separate and independent legal entity.



ATCOLTD.
- CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS
(Millions of Canadian Dollars except per share data)

Three Months Ended Year Ended
, December 31 - December 31
Note 2006 2005 2006 2005
| (Unaudited)
Revenues $ 809.4 3§ 7885 $2.860.9 $2.859.6
Costs and expenses :
Natural gas supply ‘ 9.6 17.6 34.2 159.7
Purchased power 12.5 12.2 46.1 454
Operation and maintenance 344.6 340.2 1,249.2 1,250.2
Selting and administrative 88.7 63.5 249.3 © 2233
1 Depreciation and amortization 105.8 929 378.6 3379
Interest ‘ 8. 13 58.2 54.2 236.4 223.2
Dividends on preferred shares 2.1 2.1 86 8.6
Franchise fees 42.4 49.5 150.4 152.3
663.9 632.2 . 2,352.8 2,400.6
; 145.5 156.3 508.1 459.0
" Gain on sale of property ) 3 - - 14.3 -
Interest and other income 7 20.3 12.1 C64.7 41.9
Earnings before income taxes and ' W )
non-controlling interests 165.8 168.4 587.1 500.9
Income taxes - . : 8 . 53.2 -64.2 188.7 187.7
' 1126 = 1042 398.4 o 3132
" Non-controlling interests 9 56.6 520 . 191.4 164.2
Earnings attributable to Class | and Class 1] shares 3 56.0 522 207.0 149.0
Retained earnings at beginning of period C1,261.6 1,158.5 1,196.6 1,101.0
1,317.6 1,210.7 1,403.6 1,250.0
Dividends on Class | and Class II shares . 12.0 11.3 48.7 45.5
Purchase of Class 1 shares ' 25.2 28. 74.5 1.9
Retained earnings at end of period . . 31,2804 $1,196.6 $1,280.4 $1,196.6
Earnings per Ciass 1 and Class II share ) ' 16° $§ 095 $ 087 . § 348 -§ 249
Diluted earnings per Class I and Class LI share ' 16 $ 095 § 086 $§ 345 § 2486
Dividends paid per Class I and Class [l share * 16 § 0.205 $ 019 § 0.82 £ 0.76
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ATCOLTD.
CONSOLIDATED BALANCE SHEET
(Millions of Canadian Dollars)

December 31 .

Note 2006 2005 -
ASSETS '
Current assets R
Cash and short term investments ' 19 - $ 8808 - § 8944 ,
Accounts receivable 441.8 4348 .
. Inventories 120.1 109.8
" " Regulatory assets 2 13.3 19.1
- Prepaid expenses 27.5 24.7
' 1,483.5 1,482.8
_Property, plant and equipment 10 5,870 5,601.4
Goodwill X 71.2 71.2
_Regulatory assets - 2. 43.2 - 35.0 . ,
Other assets , 1L 2305 ' - 27301 TR
' $7,698.5  $7,463.5 o
LIABILIT[ES AND SHARE OWVERS‘ EQU]TY
Current liabilities
Bank m_debledncss 12 § 151 $ 233
Accounts payablc and accrued liabilities 4314 | 4247,
Income taxes payable: k)R 29.6
Future ii;comc_iakcs " g 0.3 4.]
Regulatory liabilitics 2 0.5 - " 6.4
Long term.debt due within one year , 13 1.6 0.6..
Non-recourse long term debt due within one year ’ C u 13 65.7 64.1
. : ’ ’ T ) ’ ’ ' . 546.5 © 5528
Future income taxes - 8 22%.0 217.0
Regulatory liabilities 2 148.8 161.9
‘Deferred credits 14 237.3 260.3
' ‘Long term debt iy 13 2,458.8 2,273.5 T X
Non-recourse long term debt” 13 C749.0 804.3
Prcferri?d shares ' 15, 150.0 1500
"Non-controlling interests . 9 1,747.0 - 1,712.6 .
Class I and Class Il share owncrs equity
. Class I and Class Il shares 16 149.5 148.3
Contributed surplus 17 . 1.7 1.1
Retained eamnings , . 1,280.4 1,196.6
Forelgn currency translanon adjustmcm i, 05 “:(14:9)
C S ) - to 14320 - 11,3311
' " $7,698.5 874635 4 oo
[Original signed by N.C. Southern] [Original signed by B.P. Drummond]
DIRECTOR DIRECTOR ;
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ATCO LTD.

CONSOLIDATED STATEMENT OF CASH FLOWS
(Miliions of Canadian Dollars)

Three Months Ended
December 31

Year Ended
December 31

Note 2006 2005 2006 2005
{Unaudited)
Operating activities
Earnings attributable to Class I and Class II shares $ 56.0 § 522 $207.0 $149.0
Adjustments for:
Depreciation and amortization 105.8 92.9 378.6 3379
Future income taxes 12.2 0.6 4.2 9.1
Non-controlling interests 56.6 52.0 191.4 164.2
Gain on sale of property - net of income taxes 3 - - (11.7) -
Deferred availability incentives (41.0) 14.5 (20.2) 13.7
TXU Eumpc settlement - net of income taxes 6 3.3 (3.7) . (1.6) 458
Other 5.2 0.4 9.9 15.7
Funds generated by operations 191.5 208.9 757.6 7354
. Cﬁanges in non-cash working capital 18 - (47.7) {0.3) (23.8) 87.7
Cash flow from operations * 143.8 208.6 733.8 823.1
Investing activities . :
Purchase of property, plant and equipment (199.0) {200.3) (619.3) (592.8)
Proceeds on transfer of retail energy supply businesses
" - net of income taxes and non-controlling interests 4 - - - 43.4
Proceeds on sale of property - net of income taxes 3 - - 15.1 -
Proceeds (costs) on disposal of other property, plant and
equipment 3.3) (0.6) 2.9 2.6
Contributions by utility customers for extensions to plant 20.1 6.7 81.3 44.1
. Non-current deferred clectricity costs (8.7) (5.7) 4.5 (15.7)
Changes in non-cash working capital 18 16.6 245 (15.8) (6.0}
Income tax reassessment 8 - - (12.8) -
Other 1.2 0.2) (3.7 (7.0)
(173.1) (175.6) (553.6) (531.4)
Financing activities
Issue of long term debt 3223 188.7 381.2 2355
Repayment of long term debt (185.1) 36.8) {195.5) (181.2)
Repayment of non-recourse long term debt (15.8) (11.6) (73.5) (60.7)
Net issue (purchase) of Class A shares by subsidiary 1.9 (2.7) (67.5) (2.7}
Net purchase of Class 1 shares (24.5) 2.1) (73.4) (3.8)
Dividends paid to_Class I and Class Il share owners (12.0) (11.3) (48.7) {45.5)
Dividends paid to non-controlling interests in subsidiary (26.2) (25.8) (120.4) (103.1}
Changes in non-cash working capital 18 S0 2.4 08 3.6
Other - 2.9 (1.8) (4.3) {0.3)
57.8 99.0 (201.3) (158.2)
Foreign currency translation 11.1 0.2 15.7 (12.1)
Cash position m
Increase (decrease} 396 132.2 (5.4) 1214
Beginning of period 826.1 738.9 871.1 749.7
End of period § 865.7 $871.1 § 865.7 $871.1
D' Cash position consists of cash and short term investments less current bank indebtedness.
ATCO




ATCOLTD. i
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006

- (tabular amounts in millions of Canadian dollars)
1. Summary of significant accounting policies
Financial Statement Presentation

The accompanying consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“GAAP”) and include the accounts of ATCO Ltd. and its subsidiaries, including a
proportionate share of joint venture investments (the “Corporation™). Principal subsidiaries are ATCO Structures
(100% owned) and its subsidiaries, ATCO Noise Management (100% owned), ATCO Resources (100% owned) and
Canadian Utilities Limited (52.4% owned) and its subsidiaries (“Canadian Utilities”). Principal operations are
Industrials (ATCO Structures, ATCO Noise Management), Utilities (ATCO Electric, ATCO Gas, ATCO Pipelines),
Power Generation (ATCO Power, Alberta Power (2000), ATCO Resources) and Global Enterprises (ATCO
Midstream, ATCO Frontec, ATCO I-Tek). Significant joint venture investments consist principally of power
generation plants; a substantial portion of Power Generation’s operations are conducted through joint ventures.

Certain comparative figures have been reclassified to conform to the current presentation.

Rare Regulation

ATCO Electric and its subsidiaries, Northland Utilities (NWT), Northland Utilities (Yellowknife) and Yukon
Electrical, the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Pipelines Ltd. and the generating plants
of Alberta Power (2000), all of which are wholly owned subsidiaries of Canadian Utilities Limited’s wholly owned
subsidiary, CU Inc., are collectively referred to in these consolidated financial statements as the “regulated
operations”. Accounting for rate regulated operations is described in Note 2.

Use of Estimates

The preparation of the Corporation's consolidated financial statements in accordance with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses durmg the year. On an on-going basis, management reviews ils estimates, particularly those
related to depreciation and amortization methods useful lives and impairment of long-lived assets, amortization of
deferred availability incentives, asset retirement obligations and employee future benefits, using currently available
information. Changes in facts and circumstances may result in revised estimates, and actual results could differ
from those estimates.

Revenue Recognition

For regulated operations, revenues are recognized in a manner that is consistent with the underlying rate design as
mandated by the regulator.

the basis of meter readings upon delivery of natural gas to customers and include an estimate of usage not yet billed,
and fixed charges, based on the provision of the distribution service during the period. Revenues from the sale of
natural gas by ATCO Gas from storage, which ended on March 31, 2003, were recognized upon delivery.

Revenues from ATCO Electric’s regulated distribution of electricity include variable charges, which are recognized
on the basis of meter readings upen delivery of electricity to customers and include an estimate of usage not yet
billed, and fixed charges, based on the provision of the distribution service during the period. Revenues for the use
of ATCO Electric’s regulated transmission facilities are based on an annual tariff and are recognized evenly
throughout the year.

7 Revenues from ATCO Gas’ regulated distribution of natural gas include variable charges, which are recognized on

4 ATCO




I. Summary of significant accounting policies (continued) -

Revenues from ATCO Pipelines’ regulated transportation of natural gas are recognized on the basis of contractual
arrangements. For certain services, revenues are recognized on the basis of meter readings upon delivery of natural
gas to customers and include an estimate of usage not yet billed.

Revenues from regulated sales and distribution of natural gas and electricity by other regulated operations,
excluding Alberta Power (2000), are recognized upon delivery, pnmanly on the basis of meter readings, and include
an estimate of usage not yet billed.

Revenues from generating plants are recognized upon delivery of output or upon availability of delivery as
prescribed by contractual arrangements, Incentives and penalties associated with Power Purchase Arrangements
{“PPA") are recognized as described under the accounting policy for deferred availability incentives.

Revenues from ATCO Midstream’s natural gas storage and processing capacity are recognized on the basis of
contractual arrangements, and revenues from the sale of natural gas liquids are recognized upon delivery.

Revenues from the supply of contracted services are recorded by the percentage of completion method; full
provision is made for any anticipated loss. Other revenues are recognized when products are delivered or services
are provided.

Natural Gas Supply

. Natural gas supply expense for regulated operations, which consists of natural gas volumes purchased for sales to
customers (see Note 4 regarding natural gas supply of regulated operations following the transfer of retail energy
supply businesses by ATCO Gas and ATCO Electric in 2004), is based on actual costs incurred.

Natural gas supply expense for other subsidiaries, which consists of natural gas volumes purchased for natural gas
liquids extraction and sales to third parties, is based on actual costs incurred.

Purchased Power

Purchased power expense in the Yukon Territory and the Northwest Territories is based on the actual cost of
electricity purchased. The amount included in customer rates in the Yukon Ternlory is based on actual costs and in
the Northwest Territories is based on forecast cost. Revenues are adjusted for variances from forecast cost, and the
variances are deferred until such time as approva] from the regulator is obtained for refund to or collection from
customers.

Income Taxes

The regulated operations follow the method of accounting for income taxes that is consistent with the method of
determining the income tax component of their rates. When future income taxes are not provided in the income tax
component of current rates, such future income taxes are not recognized to the extent that it is expected that they
will be recovered from customers through inclusion in future rates.

Other subsidiaries follow the lability method of accounting for income taxes. Under this method, future tax
liabilities and assets are recognized for the estimated tax consequences attributable to differences between the
financial statement carrying amounts of assets and liabilities and their respective tax bases. Future tax liabilities and
assets are measured using enacted and substantively enacted tax rates. The effect on future tax Liabilities and assets
of a change in tax rates is recognized in income in the period that the change occurs.

Inventories

Inventories are valued at the lower of average cost or net realizable value.

s | ATCO




1. Summary of significant accounting policies (continued) ‘
Property, Plant and Equipment

Property, plant and equipment are recorded at cost less accumulated depreciation and unamertized contributions by
utility customers for extensicns to plant.

Regulated operations include in property, plant and equipment an allowance for funds used during construction at
rates approved by the Alberta Energy and Utilities Board ("AEUB”) for debt and equity capital. Property, plant and
equipment in the other subsidiaries include capitalized interest incurred during construction.

Certain regulated additions are made with the assistance of non-refundable cash contributions from customers when
the estimated revenue is less than the cost of providing service or where special equipment is needed to supply the
customers’ specific requirements. These contributions are amortized on the same basis as, and offset the
depreciation charge of, the assets to which they relate.

Depreciation is provided on assets on a straight-line basis over their estimated useful lives. Depreciation rates for

Tegulated assets, excluding Alberta Power (2000)'s generating .plants, are approved by the AEUB and include a

provision for future removal costs and site restoration costs (see the accounting. policy for asset retirement
obligations below). On retirement of depreciable regulated assets, the accumulated depreciation is charged with the
cost of the retired unit, net disposal costs and site restoration costs.

Property, plant and equipment and intangible assets with finite lives are tested for recoverability whenever events or
changes in circumstances indicate a possible impairment. An impairment of property, plant and equipment and
intangible assets with finite lives is recognized in earnings when the asset’s can’ymg value exceeds the total cash
flows expected from its use and eventual disposition. The impairment loss is then calculated as the difference
between the asset’s carrying value and its fair value, which is determined using present value techniques.

Goodwill

Goodwill is not amortized. The carrying value of goodwill is subject to an impairment test annually, or more
frequently if events or circumstances indicate impairment. If the carrying value of the reporting unit to which
goodwﬂl has been assigned exceeds its fair value, then, with respect to the reporting unit’s goodw1ll any excess of
its carrying value over its fair value is expensed.

Deférred Financing Charges

Issue costs of long term debt are amortized over the life of the debt, issue costs of preferred shares relating to
regulated operations are amortized over the expected life of the issue and issue costs of preferred shares relating to
other subsidiaries are charged to retained earnings. Unamortized premiums and issue costs of redeemed long term
debt and preferred shares relating to regulated operations are amortized over the life of the issue funding the
redemption.

Deferred Availability Incentives

Under the terms of the PPA’s, the Corporation is subject te an incentive/penalty regime related to generating unit
availability. Incentives are paid to the Corporation by the PPA counterparties for availability in excess of
predetermined targets, whereas penalties are paid by the Corporation to the PPA counterparties when the availability
targets are not achieved.

Accumulated incentives in excess of accumulated penalties are deferred. For any of the individual PPA’s, should
accumulated incentives plus estimated future incentives exceed accumulated penalties plus estimated future
penalties, the excess will be amortized to revenues on a straight-line basis over the remaining term of the PPA’s,
Should accumulated penalties plus estimated future penalties exceed accumulated incentives plus estimated future
incentives, the shortfall wilt be expensed in the year the shortfall occurs.

6 - ATCO




1. Summary of significant accounting policies (continued)
Asset Retirement Obligations

Asset retirement obligations are legal obligations associated with the retirement of tangible long lived assets. To the
extent that they can be quantified, these obligations are measured and recognized at fair value, which is determined
using present value techniques.

An asset retirement obligation is recorded as a liability in deferred credits, with a corresponding increase to property,
plant and equipment. The liability is accreted over the estimated time period until settlement of the obligation, with
the accretion expense included in depreciation and amortization. The asset is depreciated over its estimated useful
life.

Asset retirement obligations for regulated natural gas and electric transmission and distribution assets were not
recognized as the Corporation expects to use the assets in service for an indefinite period. As such, no final removal
date can be determined and, consequently, a reasonable estimate of the related retirement obligations cannot be
made at this time. Asset retirement obligations have been recorded for the regulated generating plants of Alberta
Power (2000} and other generating plants and natural gas liquids extraction and processing plants.

Effective January 1, 2006, the Corporation retroactively adopted the Canadian Institute of Chartered Accountant’s
(*CICA™) Emerging [ssues Abstract regarding conditional asset retirement obligations. This abstract requires an
entity to record a liability for an asset retirement obligation where the timing andfor method of settlement are
conditional upon the occurrence of a future event that may or may not be within the control of the entity. Adoption
of this abstract had no effect on the consolidated financial statements for the year ended December 31, 2006,

Long Term Debt Due Within One Year

When the Corporation intends to refinance long term debt due within one year on a leng term basis and there is a
written undertaking from an underwriter to act on the Corporation’s behalf with respect thereto, or sufficient
capacity exists under long term bank loan agreements to issue commercial paper or assume bank loans, then long
term debt due within one year is classified as long term,

Hedging

In conducting its business, the Corporation uses various instruments, including forward contracts, swaps and
options, to manage the risks arising from fluctuations in exchange rates, interest rates and commodity prices. All
such instruments are used only to manage risk and not for trading purposes.

The Corporation designates each derivative instrument as a hedge of specific assets or liabilities on the balance sheet
or ‘specific firm commitments of anticipated transactions. The Corporation also assesses, both at the hedge’s
inception and on an ongoing basis, whether the derivative instruments that are used in hedging transactions are
effective in offsetting changes in fair values or cash flows of the hedged items.

Payments or receipts on derivative instruments that are designated and effective as hedges are recognized
concurrently with, and in the same financial category as, the hedged item.

If a derivative instrument is terminated or ceases to be effective as.a hedge prior 10 maturity, the gain or loss.at that
date is deferred and recognized in income concurrently with the hedged item. Subsequent changes in the value of the
derivative instrument are reflected in income. If the designated hedged item is sold, extinguished or matures prior to
the termination of the related derivative instrument, the gain or loss at that date on such derivative instrument is
recognized in income.

Employee Future Benefits
The Corporation accrues for its obligations under defined benefit pension and other post employment benefit plans.
Costs of these benefits are determined using the projected benefits method prorated on service and reflects

management’s best estimates of investment returns, wage and salary increases, age at retirement and expected health
care costs.

7 ATCO




1. Summary of significant accounting policies (continued)

Pension plan assets at the end of the year are reported at market value. The expected long term rate of return on plan
assets is determined at the beginning of the year on the basis of the long bond yield rate at the beginning of the year
plus an equity and management premium that reflects the plan asset mix. Expected return on plan assets for the year
is calculated by applying the.expected long term rate of return to the market related value of plan assets, which is the
average of the market value of plan assets at the end of the preceding three years.

Accrued benefit obligations at the end of the year are determined using a discount rate that reflects market interest
rates on high quality corporate bonds that match the timing and amount of expected benefit payments.

Experience gains and losses and the effect of changes in assumptions in excess of 10% of the greater of the accrued
benefit obligations or the market value of plan assets, adjustments resulting from plan amendments and the net
transiticnal liability or -asset, which arose upon the adoption in 2000 of the current accounting standard, are
amortized over the estimated average remaining service life of employees,

Pursuant to an AEUB decision effective January 1, 2000, the regulated operations, excluding Alberta Power (2000),
are required to expense contributions for other post employment benefit and certain other defined benefit pension
plans as paid. The differences between the amounts accrued and paid are deferred in non-current regulatory assets
and liabilities.

Employer contributions to the defined contribution pension plans are expensed as paid.
Stock Based Compensation Plans

The Corporation expenses stock options granted by ATCO Ltd. and its subsidiary, Canadian Utilities Limited, on

- and after January 1, 2002; no compensation expense is recorded for stock options granted prior to January |, 2002 as
permitted by GAAP. The Corporation determines’the fair value of the options on the date of grant using an option
pricing model and recognizes the fair value over the vesting period of the options granted. The fair value of the
ATCO Ltd. options is recorded as compensation expense and contributed surplus. Contributed surplus is reduced as
the ATCO Ltd. options are exercised and the amount initially recorded in contributed surplus is credited to Class |
and Class Il share capital.  The fair value of the Canadian Utilities Limited options is recorded as compensation
expense and non-controlling interests; non-controlling interests remain unchanged when Canadian Utilities Limited
stock options are exercised.

No compensation expense is recognized when share appreciation rights are granted. Prior to vesting, compensation
expense arising from an increase or decrease in the market pricetof the shares over the base value of the rights is
accrued equally over the remaining months to the date of vesting, After that date, compensation expense arising
from an increase or decrease in the market price of the shares is recognized monthly in earnings.

Effective January 1, 2006, the Corporation retroactively adopted the CICA Emerging Issues Abstract regarding
stock based compensation for employees eligible to retire before the vesting daté. This abstract requires an entity to
recognize the compensation cost attributable to such an award over. the period from grant date to the date the
employee becomes eligible to retire. Since the Corporation does .not have stock based compensation plans that
contain such provisions, adoption of this abstract had no effect on the consolidated financial statements for the year
ended December 31, 2006,

Foreign Currency Translation
© Assets and liabilities of self-sustaining foreign operations are translated into Canadian dollars at the rate of exchange
in effect at the balance sheet date and revenues and expenses are translated at the average monthly rates of exchange

during the year. Gains or losses on translation of self-sustaining foreign operatlons are included in the foreign
currency translation adjustment in share owners’ equity.

8 ATCO



1. Summary of significant accounting policies (continued)

Monetary assets and liabilities of integrated foreign operations are translated into Canadian dollars at the rate of
exchange in effect at the balance sheet date, non-monetary assets and liabilities are translated at rates of exchange in
effect when the assets were acquired or liabilities incurred, and revenues and expenses are translated at the average
monthly rates of exchange for the year. Gains or losses on translation of integrated foreign operations are
recognized in eamings.

Transactions undertaken by Canadian operations that are denominated in foreign currencies are translated into
Canadian dollars at the rate of exchange in effect at the transaction date.

2. Accounting for rate regulated operations
Nature and economic effects of rate regulation

ATCO Electric, ATCO Gas and ATCO Pipelines (the “utilities™) are regulated primarily Hy the AEUB, which
administers acts and regulations covering such matters as rates, financing, accounting, construction, operation and
service area.

The generating plants of Alberta Power (2000) were regulated by the AEUB until December 31, 2000 but are now
governed by legislatively mandated PPA’s that were approved by the AEUB. These plants are included in regulated
operations primarily because the PPA’s are designed to allow the owners of generating plants constructed before
January I, 1996 to recover their forecast fixed and variable costs and to earn a return at the rate specified in the
PPA’s. The plants will become deregulated upon the earlier of one year after the expiry of a PPA or a decision to
continue to operate the plant. Each PPA is to remain in effect until the earlier of the last day of the estimated life of
the related generating plant and December 31, 2020.

The utilities are subject to a cost of service regulatory mechanism under which the AEUB establishes the revenues
required (i) to recover the forecast operating costs, including depreciation and amortization and income taxes, of
providing the regulated service, and (ii} to provide a fair and reasonable return on utility investment, or rate base.
Whereas actual operating conditions may vary from forecast, actual returns achieved can differ from approved
returns.

Rate base for each utility is the aggregate of the AEUB approved investment in property, plant and equipment, less
accumulated depreciation, plus an allowance for working capital. Rate base also excludes no-cost capital, which
consists of unamortized contributions by utility customers for extensions to plant. The utilities earn a return on rate
base intended to meet the cost of the debt and preferred share components of rate base and to provide share owners
with a fair return on the common equity component of rate base.

The AEUB approves rates of return for the debt and preferred share components of rate base based on the actual or
forecast weighted average cost of each utility’s debt and preferred shares. On July 2, 2004, the AEUB established a
standardized approach for determining the rate of retum en common equity for each utility regulated by the AEUB.
This rate of return will be adjusted annually by 75% of the change in long term Government of Canada bond yield as
forecast in the November Consensus Forecast, adjusted for the average difference between the 10 year and 30 year
Government of Canada bond yields for the month of October as reported in the National Post. [n January 2006, the
AEUB clarified that the generic return on equity determined on an annual basis in accordance with the generic cost
of capital decision should apply to each year of the test period in the utilities’ applications. If no rate applications
are filed for a particular year, then there will be no adjustment to the common equity rate of return for that year.

The AEUB also established the capital structure for each utility and determined that any proposed changes to the
approved capital structure which result from a material change in the investment risk of a utility will be addressed at
utility specific rate applications.

Under the cost of service methodology, the utilities seek approval for their revenue requirement either through
submission of general rate applications to the AEUB or a.negotiated settlement process with interested parties. In
the latter case, the AEUB monitors the negotiated settlement process and approves any agreement that is reached.
The AEUB may approve interim rates or approve the recovery of costs on a placeholder basis, subject to final
determination.
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2. Accounting for rate regulated operations (continued)

Financial statement effects of rate regulation

Certain items in these consolidated financial statements are accounted for differently than they would be in the
absence of rate regulation. CICA recommendations do not require that assets and liabilities arising from rate

regulation be recognized and measured in accordance with the primary sources of GAAP.

Where regulatory decisions dictate, the utilities defer certain costs or revenues as assets or liabilities on the balance
sheet and record them as expenses or revenues in the eamings statement as they collect or refund amounts through

" future customer rates. Any adjustrnents to these deferred amounts are recognized in earnings in the period that the

AEUB renders a subsequent decision.

Circurnstances in which rate regulation affects the accounting for a transaction or event are described below. For
these regulatory items, the expected recovery or settlement period, or likelihood of recovery or settlement, is
affected by risks and uncertainties relating to the ultimate authority of the regulator in determining the item’s
treatment for rate setting purposes, and, unless specifically indicated, is indeterminate.

The regulatory assets and liabilities comprise the following:

2006 2005
Regulatory assets — current:
Deferred hearing costs $ - 5 838
Deferred electricity costs 1.7 -
Other regulatory assets 11.6 10.3
: $ 133 3191
Regulatory assets — non-current.
Regulatory other post employment benefits asset (Note 21) $ 27.6 3220
Deferred electricity costs 7.1 5.4
Deferred hearing costs 14 ' 1.6
Reserves for injuries and damages . 20 - 5.4
Other regulatory assets 5.1 0.6
$ 43.2 $ 350
Regulatory liabilities — current:
Deferred electricity cost recoveries Y - $§ 40
Reserves for injuries and damages - 08
Other regulatory liabilities 0.5 1.6
$ 05 $ 64
Regulatory liabilities - non-current: :
Regulatory pension liability (Note 21) $118.7 $135.4
Deferred royalty credits 19.7 18.1
Deferred electricity cost recoveries 6.2 -
' Deferred hearing costs . 0.4 2.6
Reserves for injuries and damages 28 0.8
Other regulatory liabilities 1.0 : 1.0
$148.8 $161.9

Employee future benefits

The Corporaticn accrues for its obligations under defined benefit pension and other post employment benefit plans.
The regulatory asset (liability} reflects an AEUB decision, effective January 1, 2000, to record costs of employee
future benefits in the utilities when paid rather than accrued. The variances between the amounts paid and accrued
for each of the defined benefit pension plans and the other post employment benefit plans will vary depending on the
performance of plan assets and the actuarial valuations of plan obligations. These variances will be deferred until
the plans are paid, settled or terminated.
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2. Accounting for rate regulated operations (continued)

GAAP requires that the variances between the amounts accrued and paid be recognized as an expense or reduction
in expense in the period in which they are accrued. Consequently, defined benefit pension plan cost in 2006 would
have been $19.5 million higher (2005 — $1.6 million lower), and other post employment benefit plan cost in 2006
would have been $3.5 million higher (2005 — $3.3 million higher), in the absence of rate regulation.

Upon the adoption of the current accounting standard in 2000, the utilities had recorded deferred pension assets of
$23.0 million. The utilities have been eaming an AEUB approved rate of return en these assets through customer
rates as the assets form part of the utilities’ AEUB approved rate base. In the absence of rate regulation, the utilities
would not be able to earn a return on these assets. Consequently, revenues in 2006 would have been $1.7 million
lower (2005 — $2.1 million lower). On October 11, 2006, the AEUB issued a decision that approved recovery of
these assets for a nine-year period commencing January 1, 2005 and permitted the utilities to continue to eamn an
AEUB approved rate of return on the unrecovered portion of these assets over the recovery period. In 2006, the
utilities amortized $5.1 millien (2005 — nil) of the deferred pension asset. ‘

Deferred electricity costs (recoveries)

Variances between ATCO Electric’s actual and forecast transmission access payments may arise due to changes in
tariffs charged by the Alberta Power Pool. The amount included in customer rates is based on forecast cost.
"Revenues are adjusted for changes in tariffs, and the variances are deferred until approval from the AEUB is
obtained for refund to or collection from customers, which is expected to occur in the following year. GAAP
requires that revenues be based on the rates approved by the AEUB and not adjusted for variances between forecast
‘and actual costs. .

In Alberta, major transmission capital projects are planned by the Alberta Power Pool and directly assigned to one of
the transmission facility owners in the province. Revenue requirement includes a return on forecast rate base.
Whereas actual capital costs may vary from forecast capital costs, variances may arise between the return on
forecast rate base and the return on actual rate base. Revenues are adjusted for these variances, and the variances are
deferred until approval from the AEUB is obtained for refund to or collection from the Alberta Power Pool, which is
expected to occur in the following year. GAAP requires that revenues be based on the rates approved by the AEUB
and not adjusted for variances between the returns on forecast and actual rate base.

Consequently, revenues in 2006 would have been $1.2 million lower (2005 — $23.4 million lower) in the absence of
rate regulation.

Deferred hearing costs

The utilities incur hearing costs on an ongoing basis associated with various AEUB regulatory proceedings. These
costs are comprised primarily of legal and consulting expenses incurred by the utilities in addition to costs incurred
by intervenor groups that have been reimbursed by the utilities as directed by the AEUB. Hearing costs are deferred
to the balance sheet and are expensed using AEUB approved annual amounts that are collected through customer
rates. Vartances between the approved annual amounts and actual costs incurred are deferred until the next general
rate application or until a specific application is made to the AEUB requesting recovery from or refund to customers,
GAAP requires that hearing costs be expensed in the period in which they are incurred. Consequently, expenses in
2006 would have been $6.8 million lower (2005 — $4.0 million higher) in the absence of rate regulation.
L3
Reserves for injuries and damages

The AEUB has approved the use of reserves for injuries and damages by the utilities as a means of self-insurance.
The reserves for injuries and damages are established based on annual amounts approved by the AEUB to be
expensed by-each utility and collected through customer rates. Variances between the approved annual amounts and
actual costs incurred are deferred until the following general rate application or until a specific application is made
to the AEUB requesting recovery from or refund to customers. GAAP requires that claims be expensed in the
period in which they are incurred. Consequently, expenses in 2006 would have been $3.6 million lower (2005 —
$1.1 million lower) in the absence of rate regulation,
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2. Accounting for rate regulated operations (continued)

For Alberta Power {2000), reserves for injuries and damages are recoverable under the terms of the PPA’s on a
straight line basis through 2008. GAAP requires that claims be expensed in the period in which they are incurred.
Consequently, expenses in 2006 would have been $1.0 million lower (2005 — $1.0 million lower) in the absence of
rate regulation.

Deferred royalty credits

Under the terms of PPA’s, the compensation for certain royalties incurred by Alberta Power (2000) for coal supply
are averaged over the term of each PPA. As such, royalty costs incurred are deferred and expensed on the same
average cost basis as reflected in the underlying PPA revenues. GAAP requires that royalty costs be expensed in the
period in which they are incurred. Consequently, expenses in 2006 would have been $1.6 million lower (2005 —
$4.0 million lower) in the absence of rate regulation.

Other regulatory assets and liabilities
Other regulatory assets and liabilities include the following:

a) ATCO Gas has received AEUB approval to defer:

i) Bad debt and collection agency fees incurred after June 1, 2004 related to billings prior to that date and
associated late payment charges net of bad debt recoveries of $(0.1) million (2005 — $1.4 million),

i) Charges from the Government of Alberta for funding of the office of the Utilities Consumer Advocate and
the Consumer Protection and Consumer Choice Campaign, net of AEUB approved recoveries from
customers, of $(0.6) million (2005 — $1.0 million); and, _

ili) Removal and abandonment costs related to previously disposed of production properties, net of AEUB
approved recoveries from customers, of nil (2005 — $5.0 million).

Variances between the approved annual amounts and actual costs are deferred until the following general rate
application or until a specific application is made to the AEUB requesting recovery from or refund to
customers. GAAP requires that these net costs be expensed in the period in which they are incurred.
Consequently, expenses in 2006 would have been $8.1 million lower (2005 — $2.1 million higher} in the
absence of rate régulation. Liabilities of $0.7 million are included in non-current regulatory liabilities (2005 —
$6.9 million in current regulatory assets and $0.5 million in non-current regulatory assets).

b) In October 2005, ATCO Gas filed an application with the AEUB to approve the sale of its Red Deer Operating
Centre. In December 2005, thet AEUB approved the sale and deferred its decision on the distribution of net
proceeds of $1.0 million unti the Supreme Court of Canada renders a judgment in the appeal regarding the
Calgary Stores Block disposition and allocation of proceeds thereon. The Supreme Court of Canada rendered
its decision on the Calgary Stores Block matter on February 9, 2006 and the AEUB complied with that decision
on August 11, 2006. Subsequently, ATCO Gas submitted a filing to the AEUB to approve the allocation of the
net proceeds from the sale of the Red Deer Operating Centre, On December 13, 2006, the AEUB issued a
decision approving the distribution of the proceeds to ATCO Gas. GAAP requires that gains and losses related
to asset dispositions be recognized in the period the disposition was made. Consequently, revenues in 2006
would have been $1.0 million lower (2005 — $1.0 million higher) in the absence of rate regulation.

c) ATCO Pipelines has received AEUB approval to defer the variances between actual and AEUB approved
forecast revenues and costs associated with the movement (receipt or delivery) of natural gas between ATCO
Pipelines” system and other connected pipeline systems. ATCO Pipelines expects that the recovery of these
deferral accounts will occur in the next general rate application. GAAP requires that actual revenues and costs
be recognized in the period in which they are earned or mcurred Consequently, revenues in 2006 would have
been $0.9 million hlgher (2005 — $0.1 million lower) and expenses would have been $0.6 million lower (2005 —
$1.6 million lower) in the absence of rate regulation. Assets of $2.7 million and $0.2 million (2005 —
$2.2 million and nil) are included in current regulatory assets and non-current regulatory assets, respectively,
and liabilities of $0.5 million and $0.3-million (2005 — $1.6 miltion and nil) are included in current regulatory
liabilities and non-current regulatory liabilities, respectively.
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2. Accounting for rate regulated operations (continued)

d) ATCO Pipelines has received AEUB approval to establish a deferral account for the Salt Cavern Storage facility
to collect (i) the revenue requirements for return on rate base and associated income taxes related to the
necessary working capital for the natural gas in storage, and (ii) the gains or losses associated with the sale of
natural gas in the market upon withdrawal from storage. ATCO Pipelines is required to submit an application
to the AEUB, either separately or in conjunction with a general rate application for that particular year,
requesting recovery from or refund to customers of the deferral amount should the deferral account exceed
$2.0 millien at the end of the annual injection/withdrawal cycle on March 31 of a particular year. GAAP
requires that actual revenues and costs be recognized in the period in which they are earned or incurred.
Consequently, revenues in 2006 would have been $2.6 million lower (2005 — $1.2 million lower) in the absence
of rate regulation. Assets of $3.7 million are included in non-current regulatory assets (2005 — $1.2 million in
current regulatory assets) in the balance sheet. '

e) In 2006, ATCO Pipelines received AEUB approval to establish deferral accounts to collect the costs and
revenues arising from load balancing transactions. Load balancing requires the purchase or sale of natural gas
1o maintain appropriate operating pressures on ATCO Pipelines’ North and South transmission pipeline
systems. Should the deferral account for either North or South exceed $2.0 million, ATCO Pipelines may .
submit an application to the AEUB requesting recovery from or refund to customers of that particular deferral
amount. GAAP requires that actual revenues and costs be recognized in the period in which they are earned ot
incurred. Consequently, expenses. in 2006 would have been $8.9 million higher in the absence of rate
regulation. Assets of $8.9 million are included in current regulatory assets in the balance sheet.

‘Other items affected by rate regulation

The AEUB permits an allowance for funds used (“AFU”), based on each utility’s weighted average cost of capital,
to be included in rate base. AFU is also included in the cost of property, plant and equipment for financial reporting
purposes, and is depreciated as part of the total cost of the related asset, based on the expectation that depreciation
expense, including the AFU component, will be approved for inclusion in future customer rates. Since AFU
includes preferred share and common equity components it exceeds the amount allowed to be capitalized in similar

. circumstances in the absence of rate regulation.

The utilities and the generating plants of Alberta Power (2000} follow the method of accounting for income taxes
that is consistent with the method of determining the income tax component of its rates. When future income taxes
are not included in the income tax component of cirrent rates, such future income taxes are not recognized to the
extent that they will be recovered from customers through inclusion in future rates. GAAP requires the recognition

‘of all future income tax liabilities and future tax assets in the absence of rate regulation (see Note 8).

3. Sale of property

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta. Net proceeds, afier
costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This sale increased 2006
earnings by $11.7 million.

4. Transfer of retail energy supply businesses

On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct Energy

“Marketing Limited and one of its affiliates (collectively “DEML"), a subsidiary of Centrica plc. Proceeds of the

transfer were $90 million, of which 345 million was paid at closing, and the remainder was paid on May 4, 2005.
ATCO Gas and ATCO Electric continue to own and operate the natural gas and electricity distribution systems used
to deliver energy. .

ATCO Pipelines, Northland Utilities (NWT), Northland Utilities (Yellowknife) and Yukon Electrical did not
participate in this transfer and continue 10 purchase natural gas and electricity for sale to customers. In addition, the
AEUB issued a decision that directed ATCO Gas to continue to reserve for the benefit of utility customers
16.7 petajoules of storage capacity at its Carben storage facility for the 2004/2005 storage year, which ended on
March 31, 2005, and issued a decision that terminated ATCO Pipelines' obligation to purchase natural gas for sale to
customers effective October 31, 2005.
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4. Transfer of retail energy supply businesses (continued)

Although ATCO Gas and ATCO Electric transferred to DEML certain retail functions, including the supply of
natural gas and electricity to customers and billing and customer care functions, the legal obligations of ATCO Gas
and ATCO Electric remain if DEML fails to perform.. In certain events (including where DEML fails to supply
natural gas and/or electricity and ATCO.Gas and/or ATCO Electric are ordered by the AEUB to do so), the
functions will revert to ATCO Gas and/or ATCO Electric with no refund of the transfer proceeds to DEML by
ATCO Gas and/or ATCO Electric.

Centrica plc, DEML’s parent, has provided a $300 million guarantee supported by a $235 million letter of credit in
respect of DEML’s obligations to ATCO Gas, ATCO Electric and ATCO 1-Tek Business Services in respect of the
ongoing relationships contemplated under the transaction agreements. However, there can be no assurance that the
coverage under these agreements will be adequate to cover all of the costs that could arise in the event of a reversion
of such functions. .

Canadian Utilities Limited has provided a guarantee of ATCO Gas’, ATCO Electric’s and ATCO 1-Tek Business
Services’ payment and indemnity obligations to DEML contemplated under the transacticn agreements.

5. Regulatory matters

On March 17, 2006, ATCO Electric received a decision on its general tanff application for 2005 and 2006 which
was filed with the AEUB in May 2005. The decision establishes the amount of revenue ATCO Electric can recover
through its rates for electric distribution and transmission service provided to its customers for 2005 and 2006. In
July and September 2005, the AEUB had approved interim refundable rates for distribution and transmission
operations, respectively; revenues associated with these interim refundable rates were recorded in 2005. The impact
of the decision for.2005 reduced earnings by $1.3 million and was recorded in the first quarter of 2006. The impact
of the decision for the full year 2006, as compared to the decision for the full year 2003, further reduced earnings by
$1.6 million. The decision also confirmed the return on common equity as determined by the AEUB's standardized
rate of return methodology. The rate of return on common equity was 9.5% in 2005 and is 8.93% in 2006.

On January 27, 2006, ATCO Gas received a decision on its general rate application which was filed with the AEUB
in May 20035 for the 2005, 2006 and 2007 test years. The decision establishes the amount of revenue ATCO Gas can
recover through distribution rates for natural gas distribution service to its customers over the period of 2005 to
2007, The decision also approved the return on common equity as determined by the AEUB’s standardized rate of.
return methodology. The rate of return on common equity was 9.5% in 2005, is 8.93% in 2006, and will be 8.51%
for 2007. The final impact of the decision will not be known until a subsequent regulatory process is finalized, A
decision from the AEUB with respect to a second regulatory process that was pending at the end of 2005 was
reccived on October 11,-2006; the effect of this decision on the earnings of the Corporation was not material.

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannct be determined at this time.

6. TXU Europe scttlement

On November 19, 2002, an administration order was issued by an English Court against TXU Eurcpe Energy
Trading Limited (“TXU Europe”} which had a long term “off take™ agreement for 27.5% of the power produced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking
Power, has a 25.5% equity interest. Barking Power had filed a claim for damages for breach of contract related 1o
TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating plant. Following
negotiations with the administrators, an agreement was reached with respect to Barking Power’s claim. )

Barking Power received a total of four distributions in settlement of its ctaim: a first distribution of £112.3 million
(approximately $257 million) on March 30, 2003, of which the Corperation’s share was $65.4 million; a second
distribution of £32.2 million (approximately $69.6 million) on August 2, 2005, of which the Corporation’s share was
$17.7 million; a third distribution of £31.8 million (approximately $65.2 million) on January 19, 2006, of which the
Corporation’s share was $16.6 million; and a final distribution of £3.0 million (approximately $6.2 million} on
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6. TXU Europe settiement (continued)

July 20, 2006, of which the Corporation’s share was $1.6 million. Income taxes of approximately $28.1 million
relating to the distributions have been paid. Income taxes of approximately $0.4 million relating to the final
distribution will be paid in 2007 as part of the Corporation’s normal tax installments.

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected to generate eamings after income taxes and non-controlling interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract to September 30, 2010, at
approximately $5.5 million per year. These earnings will be dependent upon foreign currency exchange rates in
effect at the time that the earnings are recognized.

7. Interest and other income

2006 2005
Interest : $43.1 $32.1
Allowance for funds used by regulated operations . 9.3 7.0
Gains on dispositions of other property, plant and equipment 3.3 2.1
Other 4.0 0.7

$64.7 3419

8. Income taxes

The income tax provision differs from that computed using the statutory tax rates for the following reasons:

2006 2005

Eamings before income taxés and non-controlling interests $587.1 Yo $500.9 %
Income taxes, at statutory rates §231.8 39.5 $203.5 40.6
Dividends on preferred shares 2.8 0.5 -3.5 0.7
Federal general tax reduction !V (25.8) (4.4) (18.9) (3.8)
Manufacturing and processing tax credit (7.8) 1.3 (7.5) (1.5)
Resource allowance (1.6) 0.3) (2.8) (0.5)
Crown royalties and other non-deductible Crown payments 0.7 0.1 1.1 0.2
Foreign tax rate variance {9.5) (1.6) (8.0) (1.6}
Non-deductible interest on foreign financing 1.3 0.2 1.4 03
Large Corporations Tax - - 8.5 1.7
Change in future income taxes resulting from reduction in )

tax rates 15.0) {2.6) - -
Change in method of accounting for future income taxes in

certain regulated operations .0 0.7 - -
Unrecorded future income taxes relating to regulated operations 2.5 0.4 1.0 0.2
H.R. Milner income tax reassessment 7.4 1.3 . - -
Other 5.9 1.0 5.9 i.2

188.7 2.1 187.7 375

Current income taxes 197.1 196.4
Future income taxes {(recoveries) ‘ 5 (8.4) ‘ $ (8.7)

M The federal general tax reduction of 7% is applicable to earnings that have not otherwise benefited from the

manufacturing and processing tax credit and/or the resource allowance. An additional federal tax reduction of
5% (2005 — 3%) is applicable to earnings that have benefited from the resource allowance.
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8. Income taxes (continued)

The future income tax liabilities (assets) comprise the following:

2006 2005
Property, plant and equipment $242.3 $243.7
Deferred assets and liabilities (14.0) (23.8)
Tax loss carryforwards (0.2) (0.3)
Other . 1.2 1.5

229.3 221.1

Less: Amounts included in current future income taxes . 0.3 4.1

$229.0 ) $217.0

At December 31, 2006, unrecorded future income tax liabilities of the regulated operations amounted to
$141.3 million and unrecorded future income tax assets of other operations amounted to $1.5 million. The liabilities
include $14.6 million in respect of Alberta Power (2000)’s generating plants, which will be recovered through future
payments received in respect of the PPA's.

In 2006, the Canada Revenue Agency (“CRA") issued a reassessment for Alberta Power (2000)’s 2001 taxation
year. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner generating plant to the
Alberta Balancing Pool as income rather than as a sale of an asset. The Corporation has made submissions to the
CRA opposing the CRA’s position. The impact of the reassessment is a $12.4 million increase in interest and
income tax expense, a $6.4 million decrease in eamings after non-controlling interests and a $28.8 million payment
associated with the tax and interest assessed. It is expected that $16.4 million of this cash payment will be recovered
by reducing income taxes payable through higher capital cost allowance claims. Due to the uncertainty as to

. whether the reassessment will ultimately be resolved in the Corporation’s favour, the Corporation reduced eamings

by $6.4 million in 2006.

There are tax loss carryforwards of $0.4 million for Canadian subsidiary corporations and $10.6 million for foreign

subsidiary corporations for which no tax benefit has been recorded. The losses for Canadian subsidiary corporations.

begin to expire in 2010; $0.8 million of the losses for foreign subsidiary corporations begin to expire in 2007 and
$9.8 million do not expire.

There are net capital loss carryforwards of $5.1 million for ATCO Ltd. and a Canadian subsidiary corporation for
which no tax benefit has been recorded.

Income taxes paid amounted to $195.3 million (2005 — $184.6 million).

9. Non-controlling interests

2006 2005
Non-controlling interests in Canadian Ulilities:
Equity preferred shares i . '
Cumulative Redeemable Second Preferred Shares, at 5.3% to 6.6% $ 4265 § 4205
Perpetual Cumulative Second Preferred Shares, at 4.35% t0 5.25% 210.0 . 210.0
Class A non-voting and Class B common shares - L110.5 1,076.1
$1,747.0 $1,712.6
Non-controlling interests in the earnings of Canadian Ultilities:
Equity preferred share dividends § 358 $ 358
Earnings attributable to Class A non-voting and Class B common shares 155.6 128.4
$ 1914 3 1642
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10. Property, plant and equipment

2006 2005
Composite

Depreciation Accumulated Accumulated
Rates Cost Depreciation Cost Depreciation
Utilities 3.7% § 6,490.4 524111 $6,022.0 $2,240.8
Power Generation 3.2% 3,084.4 1,055.4 ' 2,981.7 943.5
Global Enterprises 9.2% 268.4 139.7 269.2 126.1
Industrials 8.1% 249.6 63.7 217.8 59.2
Other - 4.1% 91.8 151 . 63.4 13.3
$10,184.6 3,685.0 $9,554.1 3.382.9

Property, plant and equipment,

less accumulated depreciation 6,499.6 6,171.2
Unamortized contributions

by utility customers for

extensions to plant 629.5 569.8

$5,870.1 $5,601.4

Accumulated depreciation includes amounts provided for future removal and site restoration costs, net of salvage
value, of $374.6 million (2005 — $323.6 million).

Composite depreciation rates reflect total depreciation in .the year as a percentage of mid-year cost, excluding
construction work-in-progress of $114.2 million (2005 — $91.1 million} and non-depreciable assets of $64.4 million
(2005 — $61.7 million).

11. Other assets

2006 2005
Accrued pension asset (Note 21) $154.5 $192.6
Security deposits for debt 228 20.0
Deferred financing charges 27.2 27.8
Other @ 26.0 32.7

$230.5 $273.1

M Amortization of deferred financing charges, which was recorded in interest expense, amounted to $3.0 mitlion

(2005 - $3.0 million). .
@ Amortization of certain other assets, which was recorded in depreciation and amortization, amounted to
£14.9 million (2005 — $8.1 mitlion).

12. Bank indebtedness and credit lines
At December 31, 2006, bank indebtedness consists of $15.1 million (2005 — $23.3 million), of which $10.1 million
is repayable in British pounds and $0.7 million is repayable in Chilean pesos, at interest rates from 4.9% to 7.1%,

secured by a general assignment of accounts receivable, inventories and property, plant and equipment of subsidiary
corporations. .
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12. Bank indebtedness and credit lines {(continued)

At December 31, 2006, the Corperation has the following credit lines that enable it to obtain financing for general

business purposes:

2006 2005
Total Used Available Total Used Available
Long term committed ' $ 622.6 $ 895 $ 5331 $ 5858 $58.6 $ 3527.2
Short term committed 600.0 14.0 586.0 600.0 - 600.0
Uncommitted 131.4 29.8 101.6 1254 36.7 88.7
$1,354.0 $133.3 $1,220.7 $1.311.2 $95.3 $1,215.9

Of the $133.3 million used at December 31, 2006, $88.5 million is included in long term debt, $15.1 million is
included in bank indebtedness and $29.7 million represents outstanding letters of credit.

13. Long term debt and non-recourse long term debt

Long term debt

2006 2005
Canadian Utilities
CU Inc. debentures — unsecured
2001 4.84% due November 2006 S - $175.0
2002 4.801% due November 2007 50.0 50.0
2000 6.97% due June 2008 100.0 100.0
1989 Series 10.20% due November 2009 125.0 125.0
1990 Series 11.40% due August 2010 125.0 125.0°
2000 7.05% due June 2011 100.0 160.0
2004 5.096% due November 2014 100.0 160.0
2002 6.145% due November 2017 150.0 150.0
2004 5.432% due January 2019 180.0 180.0
1999 Series 6.8% due August 2019 300.0 300.0
1990 Second Series 11.77% due November 2020 100.0 100.0
2006 4.801% due November 202} 160.0 -
1991 Series 9.92% due April 2022 125.0 125.0
1992 Series 9.40% due May 2023 100.0 100.0
2004 5.896% due November 2034 200.0 200.0
2005 5.183% due November 2035 185.0 185.0
2006 5.032% due November 2036 160.0 -
Canadian Utilities Limited debentures — unsecured
2002 6.14% due November 2012 100.0 100.0
2,360.0 2,215.0
ATCO Midstream Ltd. credit facility, at BA rates, due June 2011,
unsecured " 25.0 -
ATCO Power Canada Ltd. credit facility, at BA rates, due August 2011,
secured by a pledge of cash 22.0 11.5
Other long term obligation, at 5.0%, due June 2007, unsecured 4.5 4.5
ATCO Investments Lid.
Term loan on ATCO Centre 11, at BA rates, due March 2010, secured by
the building " 54 6.0
ATCO Structures Inc.
Revolving loan, at BA rates, due July 2011, secured by property, plant
and equipment ! 30,0 22,5
Other long term obligations, at rates of 4.83% to 8.0%, payable in Chilean pesos 2.0 0.1
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13. Long term debt and non-recourse long term debt (continued) - -

Long term debt fcominued)

2006 2005
ATCO Structures Pty Lid.
Revolving loan, at Bank Bill rates, due July 2012, payable in Australian dollars,
secured by property, plant and equipment 11.5 14.5
24604 1 22741
Less: Amounts due within one year 1.6 0.6
) : $2,458.8 $2,273.5
Non-recourse Iéng term debt
' 2006 2005
Canadian Utilities
Barking Power Limited project financing, payable in British pounds:
At fixed rates averaging 7.95%, due to 2010 § 521 $ 54.7.
At LIBOR, due 10 2010 " 85.5 89.6
Osbome Cogeneration Pty Ltd. pro(iect financing, payable in Australian dollars:
At Bank Bill rates, due to 2013 " 1.7 1.8
At 7.3325%, due to 2013 1 . 31.8 34.4
ATCO Resources (20%) and Canadian Utilities (80%)
ATCO Power Alberta Limited Partnership (“APALP"} project financing:
At 7.54% to 2008, at LIBOR thereafter, due to 2016 " 32 4.8
At7.317% to 2008, at LIBOR thereafter, due to 2016 " 45 . © 67
At 7.50% to 2011, at LIBOR thereafter, due to 2016 " 104.8 109.4
Joffre project financing:
At 7.286%, due to 2012 " 19.4 33.4
‘At 8.59%, due to 2020 40.0 40.0
Scotford project fi mancing:
~ AL 5.212%, due to 2008, at BA rates thereafter, due t0 2014 53.5 57.8
At 5.212%, due to 2008, at LIBOR thereafter, due to 2014 " 134 14.5
At 7.93%, due to 2022 32.6 33.6
" Muskeg River project financing:
At 5.287%, due 2007, at BA rates thereaficr, duc to 2014 m 51.0 55.5
At BA rates, due to 2014 'V 0.1 0.3
At 7.56%, due to 2022 36.8 39.0
4.
Brighfon Beach project financing: ] _
At 5.8367%, due 2009, at BA or Canadian Eurodollar rates thereafter,
due to 2019 " 11.2 .18
At BA or Canadian Eurodollar rates, due to 2019 " 3.3 A 31
At 6.575%, due t0 2019 " 45.1 47.3
A1 6.924%, due to 2024 134.8 138.1
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1). Long term debt and non-recourse long term debt (cbn’t'inue.c'-i)

Non-recourse long term debt (continued)

2006 2005
Cory project financing:

At BA rates, due to 2011 ™V 0.4 04
At 6.346%, due to 2011 " 34 4.1
At 7.586%, due t0.2023 45.6 46.7
At 7.601%, due to 2026 ' 40.5 414
' i ‘ 8147 868.4
~ Less: Amounts due within one year . 65.7 64.1
' ‘ ) $ 749.0 $804.3

BA — Bankers’ Acceptance
LIBOR — London ]merbank Offered Rate

.M The above interest rates have additional margin fees at a welghled average rate of 1 1% (2005 — 1.2%;)
(Note 22). The margm fees are subject to escalation.

The Corporation has fixed interest rates, either directly or through interest rate swap agreements, on 95% (2005 —
95%) of totat long term debt and non- -recourse long terin debt.

The non-recourse long term debt is secured by charges on the projects’ assets and By an assignment of the projects’
bank accounts, outstanding contracts and agreements. The book value of the pledged assets and bank accounts at
December 31, 2006 was 31,655.3 million (2005 — $1,579.6 million).

Guarantees

Canadian Utilities Limited has provided a number of guarantees related to ATCO Power’s and ATCO Resources’
obligations under their respective non-recourse loans associated with certain of their projects. - ATCO Power (80%)
and ATCO Resources (20%) have a joint venture in these projects subject to guarantees, excluding Barking Power.

“ATCO Ltd. has indemnified and agreed to reimburse Canadian Utilities Limited for any amounts it may be required
to pay under these guarantees in respect of ATCO Resources’ 20% interest. These guarantees cover the following
items:

a) Construction liens — Represents liens currently registered against project assets. Effective September 30,
2005, ATCO Power and ATCO Resources entered into an indemnity agreement with’ Brlghton Beach Power
Ltd. obligating them to cover .any cash shortfalls associated with clearing the construction liens registered
against the projéct. This agreement allowed the project to achieve financial completion under the terms of the
project financing agreement. The maximum amount of the indemnity is $10.4 million. Canadian Utilities
Limited issued a guarantee to Brighton Beach Power Ltd. guaranieeing the payments under the indemnity’
agreement. The indemnity and the guarantee are reduced as the liens are settled.

b) Project cash flows — Represents annual payments related to maintaining base case margins for electricity
prices on the merchant power componcnt of the project, being 30 megawatts (“MW?™) for the Scotford project
and 60 MW for the Muskeg River project. These guarantees became effective upon the commercial operation
of the plants and exist until 2022, when the project debt is to be fully repaid. The amounts payable under these
guarantees will vary each year dependmg on the pool price received for the merchant power generated. ‘Any
payments made to maintain the project base case -margins will either be avallable for distribution 1o the owners
or be applied to mandatory prepayment of the project debt in accordance with the terms of the project financing
agreement depending upon the specific operating results of the plant. At December 31, 2006, no amounts were
outstanding under the guarantee.
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13. Long term debt and non-recourse long term debt (continued)

¢) Reserve amounts — Represents amounts to be set aside for major maintenance and debt service reserves as
stipulated in the project’s financing agreement. These reserves are intended to be funded with project cash
flows. To the extent that project cash flows are insufficient to meet reserve requirements, Canadian Utilities
Limited may choose to provide guarantees in lieu of ATCO Power providing security. At December 31, 2006,
the amount of the obligations under these guarantees is:

Project ] Major Maintenance Debt Service
APALP project financing Nil . 386
Brighton Beach project financing Nil @ Nil
Cory project financing Nil " $4.9
Joffre project financing ' Nil & $5.9
Muskeg River project financing Nil $6.3
Scotford project financing Nil $7.0

[{}]
(2)
(&3]

No major maintenance reserve required for this financing.
Reserve requirements of $0.4 million met with project cash flows.
Reserve requirements of $1.2 million met with project cash flows.

d) Prepaid operating and maintenance fee — Should ATCO Power cease to be operator of the APALP
generating plants as a result of a termination of the operating agreement, Canadian Utilities Limited has
guaranteed the payment of the unamortized pertion of the prepaid operating and maintenance fee to APALP, the
proceeds of which are to be used to repay project debt in accordance with the project financing agreements.
This guarantee, which declines by $1.5 million per year, remains in effect until 2016, when the project debt is to
be fully repaid. At December 31, 2006, the maximum value of the guarantee is $37.5 million.

€) Purchase project assets — Represents an obligation to purchase the Scotford and Muskeg River projects at a
price sufficient to repay any outstandmg project debt upon the occurrence of any one of the following very
limited events:

(i) where all of the following events have occurred:
e the insolvency of ATCO Power;
e the failure of the project debt lenders to complete a sale of the project pursuant to their security
within-a fixed period of time; and
e the project purchaser of electricity and steam elects to terminate its purchase contracts due to the
insolvency of ATCO Power,

(ii) where the project purchaser of electricity and steam does not remove ATCO Power as operator of the
project after an event of default under the project financing agreements in circumstances where such
default is either:

s adeliberate or willful breach of a project financing agreement; or
*  where ATCO Power has failed to co-operate with the lenders in a sale of the projects; and

(m) where the project purchaser of electricity and steam terminates its purchase contracts for the project as
a result of a default by ATCO Power’s project minority joint venturers. ATCO Power has the right to
cure any such default by acquiring the minority interest which is in default.

These guarantees remain in effect until the project debt is fully repaid. At December 31, 2006, no such events
have occurred.

Canadian Utilities Limited has also guaranteed ATCO Power’s duties to operate the Barking Power, Scotford and
Muskeg River generating plants in accordance with accepfable industry operating standards under the relevant

project contracts.

To date, Canadian Utilities Limited has not been required to pay any of its guaranteed obligations.

-
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13. Long term debt and non-recourse long term debt (continued)
Minimum debt repayments
The minimum annual debt repayments for each of the next five years are as follows:

Non-Recourse

Long Term Debt Long Term Debt Total
2007 ¥ s6.1 $ 657 $121.8
2008 101.1 88.0 189.1
2009 125.9 80.5 206.4
2010 128.9 88.3 217.2
2011 177.0 54.4 2314
$589.0 $376.9 $965.9

Of the $121.8 million due in 2007, $54.5 million is to be refinanced and is, therefore, excluded from long term debt
due within one year in the balance sheet.

Interest expense

Interest expense is as follows:

2006 2005
Long term debt ’ $164.5 $156.1
Non-recourse long term debt " 58.5 61.2
Notes payable ' 0.3 -
Bank indebtedness 1.8 29
Amortization of deferred financing charges 3.0 3.0
interest on H.R. Milner tax reassessment (Note 8) 8.1 -

$236.4 $223.2

Interest paid amounted to $234.5 million (2005 — $219.8 million).

Fair values

Fair values for the above debt, determined using quoted market prices for the same or similar issues, are shown
below. Where market prices are not available, fair values are estimated using discounted cash flow analysis based on
the Corporation’s current borrowing rate for similar borrowing arrangements.

2006 2005
Long term debt
Fixed rate . $2,741.4 $2,656.2
Floating rate 95.9 54.6
$2,837.3 $2,710.8
Non-recourse long term debt
Fixed rate : $ 727 $ 8316
Floating rate ' 90.9 953
' $ 863.6 $ 926.9
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14. Deferred credits

2006 2005
Accrued other post employment benefits liability (Note 21) $ 46.6 $ 36.5 -
Deferred revenues (Note 6) 46.8 59.6
Deferred availability incentives 39.6 59.7
Asset retirement obligations 70.2 63.0
" Accrued equipment repairs and maintenance 85 10.8
Other 25.6 307
$237.3 $260.3

Deferred avaﬂabilig» incentives

Amortization of deferred avallabihty incentives, which was recorded in revenues, amounted to $10.6 mitlion (2005

— $8.9 million).

The amount to. be amortized is dependent upon estimates of future generating unit availability and future electricity
prices over the term of the PPA’s., Each quarter, the Corporation uses these estimates to forecast the incentives to be
received from, less penalties to be paid to, the PPA counterparties. These forecasts are added to the accumulated
unamortized deferred availability incentives’ outstanding at the end of the quarter; the resulting total is divided by the

remaining term of the PPA to arrive at the amortization for the quarter.
Asset refirement obligations

1

Changes in asset retirement obligations are summarized below:

2006 2005
Obligations at beginnil;g of year $63.0 $354
Obligations incurred 37 254
Accretion expense 35 2.2
Obllgallons at end of year $70.2 $63.0

The Corporatlon estimates the undiscounted amount of cash ﬂow requlred to settle the asset retirement obligations is
approximately $136 million, which will be incurred berween 2007 and 2052. The discount rates used to calculate

the fair value of the asset retirement obligations have a weighted average rate of 5.7%.
15. Preferred shares
Authorized and issued

A

Authorized: 20,000,000 Preferred shares, issuable in series.

Issued: . .
Stated Redemption ) 2006 2005
Value Dates Shares  Amount Shares Amount
(dollars)
Cumulative Redeemable Second Preferred Shares ' i
5.75% Series 3 $25.00 See below . 6,000,000 . $150.0 6,000,000  3$150.0
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15. Preferred shares (continued)
Conversion by A TCO Ltd. )

On and after December 1, 2008, ATCO Ltd. may convert all or any of the Series 3 preferred shares into Class [ Non-

. Voting shares. The number of Class 1 Non-Voting shares into which each Series 3 preferred share may be converted
will be determined by dividing the applicable redemption price together with all accrued and unpaid dividends by
the greater of $2.00 and.95% of the weighted average trading price of Class | Non-Voting shares on the Toronto
Stock Exchange for a period of 20 consecutive trading days ending on the fourth day prior to the date specified for
conversion.

Conversion by the owner

On and after December 1, 2011, each Series 3 preferred share will be convertible at the option of the owner, on the
first day of March, June, September and December of each year, into that number of Class I Non-Voting shares
determined by dividing $25.00 together with all accrued and unpaid dividends by the greater of $2.00 and 95% of
the then current market price of the Class 1 Non-Voting shares. If an owner of Series 3 preferred shares elects to
convert any of the shares into Class 1 Non-Voting shares, ATCO Ltd. may elect to redeem the Series 3 preferred
shares for cash or arrange for the sale of such shares to substitute purchasers. At any time, ATCO Ltd. may offer the
owners of the Series 3 preferred shares the right 10 convert into a further series of preferred shares.

Fair values

Fair values for preferred shares, determined using quoted market prices for the same or similar issues, are
$174.5 million (2005 — $152.2 million).

Redemption privileges

The Series 3 preferred shares are redeemable at the option of ATCO Ltd. commencing on December 1, 2008 at the
stated value plus a 4% premium for the next 12 months plus accrued and unpaid dividends. The redemption
premium declines by 2% in each succeeding 12 month period until December 1, 2010.

16. Class 1 and Class 11 shares

Authorized and issued

Class I Non-Voting Class Il Voting Total

Shares Amount Shares Amount Shares Amount
Authorized: 100,000,000 50,000,000 150,000,000
Issued and outstanding: ]
December 31, 2004 52,807,160 $1424 6,985,404 $1.8 59,792,564 51442
Purchased (226,000) (0.6) - - (226,000) (0.6)
Stock options exercised 354,200 4.7 - - 354,200 4.7
Converted: Class II to Class | 25,386 - {25,386) - - -
December 31, 2005 52,960,746 146.5 6,960,018 1.8 59,920,764 148.3
Purchased (1,948,900) (5.5) - - {1,948,900) (5.5)
Stock options exercised ‘480,200 6.7 - - 480,200 - 6.7
Converted: Class II to Class | 20,000 - (20,000) - - -
December 31, 2006 51,512,046 $147.7 6,940,018 $1.8 58,452,064 $149.5

From January 1, 2007 to February 16, 2007, 2,200 Class [ Non-Voting shares were issued with respect to the
exercises of stock options.
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16, Class 1 and Class 11 shares (continued).

Earnings per share

Earnings per Class 1 Non-Voting and Class Il Voting share is calculated by dividing the earnings attributable to
Class | and Class 11 shares by the weighted average shares outstanding. Diluted earnings per share is calculated
using the treasury stock method, which reflects the potential exercise of stock options on the weighted average
Class 1 Non-Voting and Class 11 Voting shares outstanding. The average number of shares used to calculate
earnings per share are as follows:

Three Months Ended * Year Ended
December 31 December 3]
2006, 2005 2006 2005
(Unaudited)
Weighted average shares outstanding - 58,670,292 59,929,953 59,478,537 59,927,240
Effect of dilutive stock options 636,215 864,350 551,929 772,988
Weighted average diluted shares outstanding 59,306,507 60,794,303 60,030,466 60,700,228

The Series 3 preferred shares are not included in the calculation of diluted earnings per Class [ and Class 11 share
because ATCO Ltd. at this time intends to redeem the preferred shares with a combination of cash and a new issue
of preferred shares.

Share owner rights

Each Class 11 Voting share may be converted into one Class | Non-Voting share at any time at the share owner’s
option. In the event an offer to purchase Class II Voting shares is made to all owners of Class Il Voting shares and
is accepted and taken up by the owners of a majority of such shares pursuant to such offer, and provided an offer is
not made to the owners of Class | Non-Voling shares on the same terms and conditions, the Class 1 Non-Voting
" shares shall be entitled 10 the same voting rights.as the Class Il Voting shares. The two classes of shares rank
equally in all other respects.

Nermal course issuer bid

On May 27, 2005, ATCO Ltd. commenced a normal course issuer bid for the purchase of up to 3% of the
outstanding Class [ Non-Voting shares. The bid expired on May 26, 2006. Over the life of the bid, 372,500 shares
were purchased, of which 184,000 were purchased in 2005 and 188,500 were purchased in 2006, On May 29, 2006,
ATCO Ltd. commenced a new normal course issuer bid for the purchase of up to 5% of the outstanding Class | Non-
Voting shares. The bid will expire on May 28, 2007. From May 29, 2006 to February 16 2007, 1,760,400 shares
have been purchased, all of which were purchased in 2006.

17. Stock based compensation plans

Stock option plan

Of the 5,100,000 Class I Non-Voting shares reserved for issuance in respect of options under ATCO Ltd."s stock
option plan, 1,039,200 Class | Non-Voting shares are available for issuance at December 31, 2006, Options may be
granted to directors, officers and key etployees of ATCO Litd. and its subsidiaries at an exercise price equal to the
weighted average of the trading price of the shares on the Toronto Stock- Exchange for the five trading days
immediately preceding the date of grant. The vesting provisions and exercise peried (which cannot exceed 10 years)
are determined at the time of grant.
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17. Stock based compensation plans fcontinued)

Changes in shares under option are surnmarized below:

. 2006 ' 2005
Class [ Weighted Average Class | Weighted Average
Shares Exercise Price Shares Exercise Price
Options at beginning of year 1,666,200 $18.9¢6 1,824,900 $516.73
Granted . 107,000 40.34 200,000 29.08
Exercised {480,200) 13.63 (354,200) 13.12
" Cancelled : (600) 23.36 (4,500) 20.92
Options at end of year 1,292,400 $22.71 1,666,200 $18.96

Information about stock options outstanding at December 31, 2006 is summarized below:

Options Qutstanding QOptions Exercisable
Weighted Average ‘

Range of Class 1 Remaining Weighted Average Class | Weighted Average
Exercise Prices Shares Contractual Life Exercise Price Shares Exercise Price
$17.27 - 819.32 - 800,600 27 $18.83 800,600 318.83
$20.06 - $40.34 491,800 7.2 29.03 175,600 23.83
$17.27 - $40.34 1,292,400 4.4 $22.71 976,200 $19.73

In 2006, ATCO Ltd. granted 107,000 options to purchase Class 1 Non-Voting shares at an exercise price of $40.34
per share. The options have a term of ten years and vest over the first five years.

On January 2, 2007, ATCQO Ltd. granted 69,500 options to purchase Class I Non-Voting shares at an exercise price
of $49.77 per share. The options have a term of ten years and vest over the first five years,

Changes in contributed surplus are summarized below:

2006 2003
Contributed surplus at beginning of year ‘ $LI1 $o07
Stock option expense 0.7 0.5
Transferred to Class | share capital (0.1) 0.1
Contributed surplus at end of year $1.7 $1.1

The Corporation uses the Black-Scholes option pricing model, which estimated the weighted average fair value of
the options granted during 2006 at $7.83 per option {2005 — $4.33 per option) using the following assumptions:

2006 2005
Risk free interest rate - 4.0% 4.1%
Expected holding period prior to exercise ) 6.7 years 6.7 years
Share price volatility 14.0% 11.3%
Estimated annual Class I share dividend ) 1.9% 2.4%

Share appreciation rights

Directors, officers and key employees of the Corporation may be granted share appreciation rights that are based on
Class I Non-Voting shares of ATCO Ltd..or Class A non-voting shares of Canadian Utilities Limited. The vesting
provisions and exercise period (which cannot exceed 10 years) are determined at the time of grant. The base value
of the share appreciation rights is equal.to the weighted average of the trading price of the Class I Non-Voting shares

and the Class A non-voting shares, respectively, on the Toronto Stock Exchange for the five trading days -
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17. Stock hased componsation-plans' (continued) -

immediately prccedmg the date of grant. The holder is entitled on exercise to receive a cash payment equal to any
increase in the market price of the Class I Non-Voting shares and the Class A non- votmg shares, respectively, over
the base value of the share apprec1at|on nghts exercised. : .

"~ Share apprecialion rights expense amounted to $7.8 million (2005 — §17.3 million). - o " 3‘_1?,* “

18. Changes in non-cash working capital

2006 2005
Operating activities, changes related to: . ) .
Accounts recewable : '$(23.9) $(35.0) )
Inventones ‘ (1.3) - BO.B,
Regulatory assets (10.6) (1.4)
Prepaid expenses Q1 (1.3y
Accounts payable and accrued liabilities - 13.0 57.9
* Income:taxes 101 10.7)
. Future income taxes : (3.8) 53 -
- Regulatory liabilities : . (52 . (1.9
L - - T $(23.8) . $87.7-. :
Investing activities, changes re!a!ed 10: '
Inventories. ] 8 (8.1) ‘ $(1.5) SRR
- Prepaid expenses ' o 0.3) 0.1 B o
‘Accounts payable and accrued liabilities : (7.5) 6.4
"Income taxes . : . . N (8 VI (11.0)
- Future-income taxes st - 1.2 - .
R ' - ' '5(15.8) $(6.0) .
. Fi mancmg acnvmes changes rel'ated fo: - ‘ _
‘ Accounts receivable ) . L $:08 - -$.36 )
-
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19. Joint ventures

The Corporation’s interest in joint ventures is summarized below:

2006 2005

Statement of earnings
Revenues $ 584.0 $ 5939
Operating expenses 353.5 402.8
Depreciation and amortization 46.8 49.6
Interest 48.5 48.6

1352 929
Interest and other income 9,2 1.8
Earnings from joint ventures before income taxes $§ 1444 1007
Balance sheet
Current assets $ 288.1 § 2713
Current liabilities (194.4) (182.8)
Property, plant and equipment 1,085.3 1,077.9
Deferred items — net (94.3) (102.5)
Long term debt 0.9 0.
Non-recourse long term debt {547.2) (592.3)
Investment in joint ventures ' $ 536.6 $ 471.5
Sratement of cash flows
Operating activities $ 203.8 $ 1851
Investing activities (23.7) (21.3)
Financing activities (143.9) (34.5)
Foreign currency translation ) 14.1 (9.5)
Increase in cash position ) $ 503 ¥ 6938

Current assets include cash of $169.8 million (2005 — $125.7 million) which is only available for use within the
joint ventures (see Note 6).

20. Related party transactions

In transactions with entities related through common control, the Corporation sold and rented manufactured product,
provided security services and recovered administrative expenses totaling $5.8 million (2005 — $0.9 million) and
incurred advertising, promotion and administrative expenses totaling $2.6 mitlion (2005 — $1.9 million).

At December 31, 2006, accounts receivable due from entities related through common control amounted to
$1.0 million (2005 — nil). ‘

These transactions are in the normal course of business and under normal commercial terms.
21. Employee future benefits

The Corporation maintains defined benefit and defined contribution pension plans for most of its employees and
provides other post employment benefits, principally health, dental and life insurance, for retirees and their
dependants. The defined benefit pension plans provide for pensions based on employees’ length of service and final
average eamings.

As of 1997, new employees of Canadian Utilities, and, as of 2005, new employees of ATCO Structures and ATCO
Noise Management, automatically participate in the defined contribution pension plans and employees participating
in the defined benefit pension plans may transfer to the defined contribution pension plans at any time. Upon
transfer, further accumulation of benefits under the defined benefit pension plans ceases,
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21. Employee future benefits (continued)

Information about the Corporation’s benefit plans, in aggregate, is as follows:

2006 ) 2005
Other Post Other Post
Pension  Employment  Pension  Employment
. Benefit Benefit Benefit Benefit
Plans Plans Plans Plans
Benefit plan assets, obligations and funded status
Marker value of plan assets:
Beginning of year $1,616.9 s - $1,453.9 3 -
Actual return on pian assets 193.7 - 2033 -
Employee contributions 4.0 - 43 -
Benefit payments (43.0) - (38.9) -
Payments to defined contribution plans ¢! (8.6) - (5.7) -
End of year $1,763.0 s - $1,616.9 b -
Accrued benefit obligations:
Beginning of year $1,557.8 $ 829 $1,295.6 $ 69.1
Current service cost 41,1 31 34.1 27
Interest cost 84.2 4.3 77.2 4.3
Employee contributions 4.0 - 43 -
Benefit payments from plan assets (43.0) . - (38.9) -
Benefit payments by employer (5.3) (1.8) (5.6) (2.0)
Experience losses (gains) ) 76.2 (3.1 191.1 8.8
End of year $1,715.0 $ 854 $1,557.8 $ 829
Funded status:
Excess (deficiency) of assets over obligations § 4380 $(85.4) § 59.1 5(82.9)
Amounts not yet recognized in financial statements: :
Unrecognized net cumulative experience losses on
plan assets and accrued benefit obligations 332.1 18.1 3924 23.0
Unrecognized net transitional liability (asset) (225.6) 20.7 (258.9) 234
Accrued asset (liability) (Notes 11, 14) $ 154.5 $(46.6) 3 1926 $(36.5)
Regulatory asset (liability) ) (Note 2) $ (118.7) $ 27.6 $(139.4) $ 22.0

™ Employer contributions for certain of the Corporation’s defined contribution pension plans are paid from the

assets of the defined benefit pension plans.

@ Ppension plan benefit payments are indexed to increases in the Canadian Consumer Price Index to a maximum

increase of 3% per annum.

©) " Changes in assumptions regarding the average compensation rate increase for the year and age at retirement

resulted in experience losses in 2006 of approximately $66 million for the pension benefit plans. A change in
the liability discount rate assumption resulted in experience losses in 2005 of approximately $184 million for
the pension benefit plans.

' The regulatory asset (liability) reflects an AEUB decision to record costs of employee future benefits in the

regulated operations, excluding Alberta Power (2000), when paid rather than accrued.
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21 Employee future benefits (continued)

2006 2005
Other Post Other Post
Pension Employment Pension  Employment
Benefit Benefit Benefit Benefit
' Plans Plans Plans Plans
Benefit plan cost
Components of benefit plan cost:
Current service cost L $ 41.1 $3.1 $ 341 $2.7
Interest cost : 842 4.3 772« 43
" Actual return on plan assets (193.7) - (203.3) o -
Experience losses (gains) on accrued benefit _
obligations 76.2 3.1 191.1 8.8
: ' 7.8 4.3 99.1 15.8
- Adjustments to recognize long term nature of employee ’
future benefits:
‘Unrecognized portion of actual return on plan assets 110.0 - 111.2 -
Unrecognized portion of experience gains (losses) '
on accrued benefit obligations (76.2) 31 (191.1) (8.8)
Amortization-of net cumulative experience losses on ' ,
plan assets and accrued benefit obligations 26,5 1.8 16.1* 0.7
Amomzatlon of net transitional liability (asset) ~(333) 2.7 (33.3) : 2.3
: 27.0 7.6 97.1) (5.8)
Defined benefit.plans cost - - 348 11.9 2.0 . 10,0
Defined contribution plans cost - 10.1 - . 7.1 -
Total cost ) _ 44.9 11.9 9.1 10.0
Less: Capitalized 1.9 2.7 1.4 2.3
Less: Unrecognized defined benefit plans cost
{income) " 19.5 35 (1.6) 33
Net cost recognized ¥~ § 235 $5.7 $ 93 $4.4

V" The unrecognized defined benefit plans cost (income) reflects an AEUB decision to record costs of employee

future benefits in the regulated operations, excluding Alberta Power (2000), when paid rather than accrued.

@ Net cost recognized for pension benefit plans in the three months endedA December 31, 2006 includes the

amortization of $5.1 million of the deferred pension assets recorded by the Corporation upon the adoption of the
current: accounting standard in' 2000. On ‘October 11, 2006, the AEUB approved recovery of these assets for a
nine-year period commencmg January I, 2005 (Note 2).

In the unaudited three. months ended December 31, 2006, net cost of $8.8 million (2005 — $2.2 million) was

recognized for pension benefit plans and net cost of $1.8 million (2005 — $0.7 million) was recognized for other post
employment benefit plans.
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21. Employee future benefits (continued)

Weighted average assumptions

2006 2005
Other Post Other Post
Pension Employment  Pension Employment
Benefit Benefit Benefit Benefit
Plans Plans Plans Plans
Assumptions regarding benefit plan cosi:
Expected long term rate of return on p]an assets
for the year 6.1% - 6.9% -
Liability discount rate for the year 51% 5.1% 5.9% 5.9%
Average compensation increase for the year 3.5% - 3.25% -
Assumptions regarding accrued benefit obligations:
Liability discount rate at December 31 5.1% 5.1% 5.1% 51%
Long term inflation rate 2.5% ) 2.5%. o)

" The assumed annual health care cost trend rate increases used in measuring the accumulated post employment

benefit obligation are as follows: for drug costs, 8.5% for 2006 grading down over 7 years to 4.5% (2005 —
9.3% for 2005 grading down over 8 years to 4.5%), and, for other medical and dental costs, 4.0% for 2006 and-
thereafter (2005 — 4.0% for 2005 and thereafier).

The sensitivities of key assumptions used in measuring accrued benefit obligations and benefit plan cost for 2006 are
outlined in the following table. The sensitivities of each key assumption have been calculated independently of
changes in other key assumptions. Actual experience may result in changes in a number of assumptions
simultancously.

2006 Pension 2006 Other Post
Benefit Plans Employment Benefit Plans
Accrued Accrued
Benefit ‘Benefit Plan Benefit Benefit Plan
Obligation Cost Obligation Cost
Expected long term rate of return on plan assets ' .
1% increase " - 3.9 - -

1% decrease " - 339 - -
Liability discount rate, ' e :
1% increase ! $ (87.6) $(7.2) $(4.0) $(0.5)
1% decrease ") $111.1 $8.6 $5.0 $0.6

Future compensation rate
1% increase (" $25.1 $35 - -
1% decrease (! $(22.7) $(3.1) - -
Long term inflation rate )
1% increase V) (&) $372 $43 $4.4 $08
1% decrease N $(63.0) $(7.3) $(3.6)  ~  $(0.6)

™ Sensitivities are net of the associated regulatory asset (liability) and unrecognized defined benefit plans cost,

which reflect an AEUB decision to record costs of employee future benefits in the ‘regulated operations,
excluding Alberta Power (2000), when paid rather than accrued.

9 The long term inflation rate for pension plans reflects the fact that pension plan benefit payments are indexed to
increases in the Canadian Consumer Price Index to a maximum increase of 3.0% per annum.

) The long term inflation rate for other post employment benefit plans is the assumed annual health care cost trend
rate described in the weighted average assumptions.

. ATCO




21. Employee future benefits {continued)

Pension benefit plan assets

2006 ) 2005

Amount . % Amount %

Plan assel mix: ) :
Equity securities $1,068.3 60.6 $ 9585 59.3
Fixed income securities @ 622.7 353 585.6 362
Real estate 345 2.0 33.0 2.0
Cash and other assets 315 2.1 - 39.8 2.5
$1,763.0 100.0 - $1,6169 1000

" Equity securities .consist of investments in domestic and foreign preferred and common shares. At

December 31, 2006, the market values of investments in United States’ securities and international equities,
denominated in a number of different currencies, are $242.9 million and $244.6 million, respectively (2005 —
$147.8 million and $178.0 million, respectively).

@ Fixed income securities consist of investments in federal and provincial government and corporate bonds and

debentures.

®  Real estate consists of investmrems in closed-end real estate funds.

™) Cash and other assets consist of cash, short term notes and money market funds.

At December 31, 2006, plan assets include Class | Non-Voting shares of ATCO Ltd. having a market value of
$20.3 million 2005 — $16.5 million}, Class A non-voting and Class B commeon shares of Canadian Utilities Limited
having a market value of $20.5 million (2005 — $18.9 million) and long term debt of CU Inc, having a market value
of 8.7 million (2005 — $6.0 million).

Funding

Employees are required to contribute a percentage of their salary to the ‘defined benefit pension plans. The
Corporation is required to provide the balance of the funding, based on triennial actuarial valuations, necessary to
ensure that benefits will be fully provided for al_retireniem. Based on the most Tecent actuarial valuation for funding
purposes as of December 31, 2004, the Corporation is continuing a contribution holiday that began on April 1, 1996,
The next actuarial valuation for funding purposes is required as of December 31, 2007.

Included in the accrued benefit obligations are certain supplementary defined benefit pension plans that are paid by
the Corporation out of general revenues. These supplementary plans had accrued benefit obligations of
$102.4 million at December 31, 2006 (2005 — $94.8 million). '

22. Risk management and financial instruments

The Corporation is exposed to changes in interest rates, commodity prices and foreign currency exchange rates. The
Power Generation segment is affected by the cost of natural gas and the price of electricity in the Province of
Alberta and the United Kingdom and the Global Enterprises segment is affected by the cost of natural gas and the
price of natural gas liquids. In conducting its business, the Corporation uses various instruments, including forward
contracts, swaps and options, to manage the risks arising from fluctuations in exchange rates, interest rates and
commodity prices. All such instruments are used only to manage risk and not for trading purposes.

Interest rate risk

Long term debt and non-recourse long term debt have variable interest rates that have been hedged through the
following interest rate swap agreements:
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22. Risk management and financial instruments (continued):

Swap Fixed Variable Debt Completion Principal/Face Value

Interest Rate Interest Rate Date 2006 2005
5.287% 90 day BA December 2007 § 510 $ 555
5.212% 90 day BA September 2008 67.7 74.0
7.54% 90 day BA November 2008 3.2 4.8
7.317% 90 day BA December 2008 4.5 6.7
5.8367% 90 day BA June 2009 11.2 11.8
6.346% 90 day BA June 2011 34 4.1
7.50% 6 month LIBOR December 2011 104.8 1094
7.286% 90 day BA September 2012 30.0 352
7.3325% Bank Bill Rate in Australia December 2013 318 344
6.575% 90 day BA March 2019 45.1 47.3
$352.7 $383.2

BA — Bankers’ Acceptance
LIBOR - London Interbank Offered Rate

) The above swap fixed interest rates include any long term-debt margin fees; the margin fees are subject to

escalation (Note 13).
Foreign exchange rate risk

The Corporation has exposure 1o changes in the carrying values of its foreign operations, including assets and
liabilities, as a result of changes in exchange rates.

The Corporation has entered into foreign exchange forward contracts ‘in order to fix the exchange rdte on certain
planned equipment expenditures and “operational cash flows denominated in U.S. dollars and Euros. At
December 3t, 2006, the contracts consist of purchases of $0.2 million U.S. (2005 — $3.2 million U.S.), sales of
3.0 million Euros (2005 — 2.0 million Euros) and sales of $2.0 million U.S. (2005 — $2.9 million U.S.).

Energy commodity price risk

In March 2004, the AEUB issued a decision respecting the operation of ATCO Gas’ Carbon storage facility for the
2004/2005 storage year, which ended on March 31, 2005. The decision directed ATCO Gas to continue 10 reserve
16.7 petajoules of storage capacity for the benefit of utility customers. As a result of an AEUB approved storage
plan, ATCO Gas entered into certain energy contracts for the forward purchase and sale of natural gas for storage
purposes. All associated costs and benefits of these contracts were passed to customers through regulated rates and,
accordingly, ATCO Gas did not bear any risk for price fluctuations provided that the contracts were in accordance
with the storage plan. Since April 1, 2005, ATCO Gas has leased the entire storage capacity of the Carbon facility
to ATCO Midstream.

Fair values

The fair values of derivatives have been estimated using year-end market rates. These fair values approximate the
amount that the Corporation would either pay or receive (o settle the contract at December 31,

2006 2005
Fair Value Fair Value
" Notional (Payable) Notional {Payable)
Principal  Receivable Maturity Principal Receivable Maturity
Interest rate swaps - $352.7 $(9.1) 2007-2019 $383.2 $(12.9) 2007-2019
Foreign exchange
forward contracts § 68 $04 2007 $ 99 $ (02 2006
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22. Risk management and financial instruments (continued)

Credit risk

Derivative credit risk arises from the possibility that a counterparty to a contract fails to perform according to the
terms and conditions of that contract. Derivative credit risk is minimized by dealing with large, credit-worthy
counterparties in ‘accordance with established credit approval policies. Accounts receivable credit risk is reduced by
a large and diversified customer base, requirement of letters of credit and, for regulated operations other than
Alberta Power (2000), the ability to recover an estimate for doubtful accounts through approved customer rates.

23. Commitments and contingencics

Commitments

The Corporation has contractual obligations in the normal course of business; future minimum payments are as
follows:

Total of All
Subsequent
2007 2008 2009 2010 2011 Years
Operating leases " § 205 $ 170 $ 97 $ 83 3 63 $ 50
Purchase obligations: ' - :
Coal purchase contracts @ 47.7 48.9 50.3 51.8 534 - 3556
Natural gas purchase contracts ) 529 529 529 52.9 22.1 18.9
Operating and maintenance
agreements ‘¥ 23.5 27.1 23.5 23.4 21.0 111.5
1446 . 51459 ‘51364 51364 $102.8 $£491.0

N Operating leases are comprised primarily of long term leases for office prémises and equipment.

@ Alberta Power (2000) has fixed price long term contracts to purchase coal for its coal-fired generating plants,

) Natural gas purchase contracts consist primarily of ATCO Power and ATCO Resources contracts to purchase

natural gas for certain of their natural gas-fired generating plants,

@ ATCO Power and ATCO Resources have long term service agreements with suppliers to provide operating and

maintenance services at certain of their generating plants.
Contingencies

Measurement inaccuracies -occur from time to time with respect to ATCO Electric’s, ATCO Gas® and ATCO
Pipelines’ metering facilities. Measurement adjustments are settled between the parties based on the requirements
of the Electricity and Gas Inspections Act (Canada)'and applicable regulations issued pursuant thereto. There is a
risk of disallowance of the recovery of a measurement adjustment if controls and timely follow-up are found to be
inadequate by the AEUB.

On December 23, 2005, the Government of Canada filed a claim in the amount of $70 million which alleges that the
Corporation is liabte for the destruction of property owned by the Governments of Canada and the United States.
The Corporation believes that the claim is defensible and, in any event, has sufficient insurance coverage in place to
cover any malerial amounts that might become payable as a result of the claim. Accordingly, the claim is not
expected to have any material impact on the financial position of the Corporation.

The Corporation is party to a number of other disputes and lawsuits in the normal course of business, The

Corporation believes that the ultimate liability arisiig from these matters will have no material impact on the
consolidated financial statements.
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23. Commitments and contingencies (continued)

As a result of decisions of the Supreme Court of Canada in Garland vs. Consumers’ Gas Co., the imposition of late
payment penalties on utility bills has been called into question. The Corporation is unable to determine at this time
the impact, if any, that these decisions will have on the Corporaticn,

24. Segmented information
Description of segments
The Corporation operates in the following business segments:

The Utilities Business Group includes the regulated distribution of natural gas by ATCO Gas, the regulated
distribution and transmission of electric energy by ATCO Electric and its subsidiaries, Northland Utilities (NWT),
Northland Utilities {Yellowknife} and Yukon Electrical, the regulated transportation of natural gas by ATCO
Pipelines, the regulated transmission and distribution of water by CU Water, and the provision of non-regulated
complementary 'projects by ATCO Utility Services.

The Power Generation Business Group includes the non-regulated supply of electricity and cogeneration steam by
ATCO Power and ATCO Resources, the regulated supply of electricity by Alberta Power (2000) and the sale of fly
ash and other combustion byproducts produced in coal fired electrical generating plants by ASHCOR Technologies.

The Global Enterprises Business Group includes the non-regulated gathering, processing, storage, purchase and
sale of natural gas by ATCO Midstream, the provision of project management and technical services for customers
in the industrial, defence and transportation sectors by ATCO Frontec, the development, operation and support of
information systems and technologies by ATCO I-Tek, the provision of billing services, payment processing, credit,
collection and call centre services by ATCO 1-Tek’s subsidiary, ATCO 1-Tek Business Services, the sale of travel
services to both business and consumer sectors by ATCO Travel, the manufacture, sale and lease of transportable
workforce shelter and space rentals products by ATCO Structures (Industrials) and the design, supply and
construction of industrial noise abatement by ATCO Neise Management (Industrials). The Corporation sold its 50%
interest in Genics, a manufacturer of wood preservation products, effective August 1, 2006.

The Comporate and Other segment includes commercial real estate owned by ATCO Ltd., ATCO Investments and
Canadian Utilities in Alberta.

24. Segmented information (continued)
Segmented results — Three months ended December 31

2006 Power Global Corporate  Intersegment

2005 Utilities  Generation™  Enterprises Industrials & Other Eliminations  Consolidated
{Unaudited) : '
Revenues — $308.4 $245.9 $132.6 $121.2 $ 13 5 - $809.4
external £299.1 52289 $i66.5 $ 933 $ 0.7 $ - $788.5
Revenues — ] 6.3 - 41.3 0.6 3.2 (51.4) - -
intersegment ") 6.4 - 134 - 3.7 (43.3) -
Revenues $314.7 $245.9 5173.9 5121.8 $ 45 $(51.4) 5809.4
$305.5 $228.9 $199.9 $ 933 $ 44 $(43.5) 3$788.5
Eamings attributable ’
to Class I and $ 228 § 245 § 144 $ 4.2 $(8.8) 5. $ 56.0
Class 11 shares $ 169 $ 222 $ 143 $ 35 $(4.3) $ (0.4) $ 522

M Intersegment revenues are recognized on the basis of prevailing market or regulated prices.

@ In 2006, ASHCOR Technologies was transferred from the Global Enterprises Busiﬁess Group to the Power

Generation Business Group. 2005 segmented figures have been reclassified to conform to the ‘current basis of
segmentation.
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24. Segmented information (continued) - -

Segmented results — Year ended December 31

2006 Power Global ~ Corporate  Intersegment
2005 Utilites  Generation®  Enterprises’™  Industrials & Other'™  Eliminations __ Consolidated
Revenues — $1,086.1 § 856.4 $535.3 $178.8 $ 43 $ - $2,860.9
external £1,173.5 $ 824.8 $562.4 $295.1 $ 38 $. - $2,859.6
Revenues — 24.7 - 131.9 0.6 13.4 (170.6) -
intersegment " 22.4 - 116.6 - 13.] (152.1) -
Revenues 1,110.8 856.4 667.2 37194 177 (170.6) 2,860.9
1,195.9 824.8 679.0 295.1 16.9 (152.1) 2,859.6
Operating expenses 601.4 455.7 490.5 3225 21.1 (162.0) 1,729.2
716.9 452.2 5331 2492 30.1 (150.6) 1,830.9
Depreciation and 220.2 102.7 315 21.5 21 0.6 378.6
amortization 189.3 103.0 24.8 18.7 2.1 - 3379
Interest expense 132.5 101.9 2.2 19 162.9 (167.0) 2364
124.9 94.7 24 34 1553 (157.5) 2232
Dividends on - - - - 8.6 - 8.6
preferred shares . - - - 8.6 - 8.6
Gain on sale of - - - - (14.3) - (14.3)
property - - - - - - -
Interest and other (20.3) (11.6) .1 (3.2) (192.5) 167.0 (64.7)
income (11.8) 03 20 (2.3) (174.0) 157.5 (41.9)
Eamnings before '
income taxes and
non-comro[ling 177.0 207.7 147.1 34.7 29.8 .2y . 587.1
interests 176.6 184.2 120.7 - 26.1 {5.2) (1.5) 500.9
Income laxes 454 73.5 46,1 10.6 16.0 2.9) 188.7
60.2 719 41.9 10.2 4.0 (0.5) 187.7
131.6 134.2 101.0 24.1 13.8 (6.3) 398.4
116.4 112.3 78.8 15.9 (9.2) (1.0) 3132
Non-controlling .- 68.5 60.6 48.3 - 16.8 ' (2.8) 191.4
interests 61.5 54.2 38.1 - 10.9 (0.5) 164.2
Earnings attributable .
to Class I and § 631 $§ 736 $ 52.7 $ 241 5 G0 $ (35 § 207.0
Class 1] shares $ 549 3 3581 $ 407 $ 159 $(20.1) -8 (0.5 $ 1490
Total assets $3,799.0 $2,470.3 . $278.1 $286.9 $660.7 § 2035 $7,698.5
$3,526.8 $2,446.5 $303.7 $265.3 $721.6 $ 199.6 $7,463.5
Allocation of § 465 $ 231 $ le 3 - $ - s - B )
Eoodwill $ 46.5 3 231 $ 1.6 $ - 3 - 5 - .3 72
Purchase of property,
plant and $ 505.0 $§ 511 $ 142 $ 482 $ 08 b - $ 6193
equipment $ 4729 $ 427 $ $ 649 5 04 $ - $ 5928

™ Intersegment revenues are recognized on the basis of prevailing market or regulated prices.

@ In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power

Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of
segmentation.

@ Includes earnings of $11.7 million from the sale of land in downtown Calgary, Alberta.
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24. Segmented information (continued)

Geographic segments
Domestic Foreign "Consolidated
2006 2005 2006 2005 2006 2005
Revenues _ $2,405.3 - $2.400.8 $455.6 34528 $2,860.9 32,859.6
Property, plant and equipment T ) - . '
and goodwill $5,528.2  $5,300.2 $413.1  $372.4 $5,941.3 35,6726
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Form 52-109F1 - Certification of Annual Filings

F
r

I, Karen'M. Watson, Senior Vice President & Chief Financial Officer of ATCO Ltd,, certify that:

1. 1 have rcview'cd the annual filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’ Annual and Interim Filings) of ATCO Ltd. (the issuer) for
the period ending December 31, 2006; .

2. Based on my knowledge, the annual filings do not contain any untrue statement of a material
fact or omit to state a material fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was made, with respect to the period
covered by the annual filings;

3. Based on my knowledge, the annual financial statements together with the other financial
information included in the annual filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issucr, as of the date and for the periods
presented in the annual filings;

4. The issuer’s other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
wc have:

(a) designed such disclosure controls and procedures, or caused them to be designed under our
supervision, to provide reasonable assurance that material information relating to the issuer,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which the annual filings arc being prepared;

(b) designed such internal control over financial reporting, or caused it 10 be designed under our
supervision, to provide recasonable assurance regarding the reliability of financial reporting
and the preparation of financial statcments for external purposes in accordance with the
issucr’s GAAP; and

(c) evaluated the effectiveness of the issucr’s disclosure controls and procedures as of the end
of the period covered by the annual filings and have caused the issuer to disclosc in the
annual MD&A our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by the annual filings based on such
evaluation; and :

5. 1 have caused the issuer to disclose in the annual MD&A any change in the issuer’s internal
control over financial reporting that occurrcd during the issucr’s most recent interim period that

has materially affected, or is reasonably likely to materially affect, the issuer’s internal control
over financial reporting. '

Date: February 21, 2007

[Original signed by K. M. Watson]

Senior Vice President & Chief Financial Officer
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‘ - ' Foﬁn 52-109F1 - Certification of Annual Filings

1, Nancy C. Southern, President & Chief Executive Officer of ATCO Ltd., certify that:
1. I have reviewed the-annual filings (as this term is defined in Multilateral Instrument 52-109

Certification of Disclosuré in Issuers’ Annual and Interim Filings) of ATCO Ltd. (the issuer) for

the period ending December 31, 2006; : .

- 2. Based on my knowledge, the annual filings do not contain any untruc statement of a material
fact or omit to statc a material fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was made, with respect to the period
covered by the annual filings;

3. Based on my knowledge, the annual financial statements together with the other financial

information included in the annual filings fairly present in all material respects the financial

condition, results of operations and cash flows of the issuer, as of the date and for the periods
" presented in the annual filings; '

4. The issuer’s other certifying officers and I are responsible for establishing and maintaining
-disclosure controls and procedures and internal control ever financial reporting for the issucr, and
“we have:

(a} designed such disclosure controls and procedures, or caused them to be designed under our
superviston, to provide reasonable assurance that material information relating to the issuer,
including its consolidated subsidiaries, is made known to us by others within those entitics,
particularly during the period in which the annual filings are being prepared,;

(b) designed such internal control over financial reporting, or caused it to be designed under our
supervision, to provide reasonable assurarice regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with the
issuer’s GAAP; and

(c) cvaluated the effectiveness of the issuer’s disclosure controls and procedures as of the end
of the period covered by the annual filings and have caused the issuer to disclose in the
annual MD&A our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by the annual filings based on such
evaluation; and ' '

5. I have caused the issuer to disclose in the annual MD&A any change in the issuer’s internal
control over financial reporting that occurred during the issuer’s most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer’s internal control
over financial reporting.

Date: February 21, 2007

[Original signed by N.C. Southern]

‘_Pfcsidcnt & Chi_ef' Executive Officer
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FORWARD-LOOKING INFORMATION
Thls Annual Information Form (*AIF”) contains forward- lookmg statements pertaining to contractual obligations,
planned capital expenditures, the impact of changes in government regulation, non-regulated generating capacity
subject to long term contracts and Industrials segment market developments. The Corporation’s actual results could
“differ materially from those anticipated in these forward-looking statements as a result of regulatory decisions,
competitive factors in the industries in which the Corporation operates, prevailing economic conditions, and other
factors, many of which are beyond the control of the Corporation.

DEFINITIONS OF CERTAIN TERMS

-Certain terms used in this Annual Information Form are defined below:
“AEUB” means the Alberta Energy and Utilities Board;
“AGP” means ATCO Gas and Pipelines Ltd.;
“Alberta Power (2000)” means Alberta Power (2000) Ltd.;
“Alberta Power Pool” means the market for electricity in Alberta operated by the AESO;
“AESO"” means the Alberta Electric System Operator;
“ASHCOR Technologies” means ASHCOR Technologies Ltd.;

“ATCO” means ATCO Ltd.;

“ATCO Electric” means ATCO Electric Ltd.;
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“ATCO Frontec” means ATCO Frontec Corp. together with its subsidiaries;

“ATCO Gas" means the natural gas distribution division of AGP;

“ATCO I-Tek” means ATCO I-Tek Inc.;

“ATCO 1-Tek Business Services” means ATCO [-Tek Business Services Lid.;

“ATCO Investments™ means ATCO Investments Ltd.;

“ATCO Midstream” means ATCO Midstream Ltd.;

“ATCO Noise Management” means ATCO Noise Management Ltd. together with its:;bsidiaries;
“ATCO Plpelmes means the natural gas transponallon division of AGP;

“ATCO Power means ATCO Power Ltd. together with its subsidiaries;

“ATCO Resources” means ATCO Resources Lid.;

“ATCO Structures” means ATCO Structures Inc. together with its subsidiaries;

“ATCO Travel” means ATCO Travel Ltd.;

. “ATCO Utility Services” means ATCO Utility Services Ltd.;

“BPL" means Barking Power Limited;
“Canadian Utilities” means Canadian Utilities Limited together with its subsidiaries;

“Class | Shares" means the Class ] Non-Voting Shares of the Corporation;

+ “Class 11 Shares” means the Class Il Voting Shares of the Corporation;

“Corporation”™ mea.n's ATCO Ltd. and, unless the context otherwise requires, includes its subsidiaries;
“CU” means Canadian Utilities Limited;
“CU Water” means CU Water Limited;
“EEEP” means the Edmonton Ethane Extraction Plant;
“EUA™ means the Electric Utilities Act (Alberta);
“Genics” means Genics Inc.;
“GUA" means the Gas Utilities Act (Alberta);
“km" means kilometre;
“Mmecf” means one million cubic feet and “Bef’ means one billion cubic feet;
“negotiated settlement” means an agreement related to a revenue requirement and/or customer rates for a specific:
period of time resulting from direct negotiations between a utility and its customers. A negotiated settlement avoids
the need for a general rate apphcatlon for the duration of the agreement. All negotiated settlements must be

approved by the AEUB;

“NLD™ means Northland Utilities (NWT) Limited, ‘ _
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“NUY" means Northland Utilities (Yellowknife) Limited;

“petajoule” means a unit of energy equal to approximately 948.2 billion British thermal units, “terajoule” means a
unit of energy equal to approximately 948.2 million British thermal units and *gigajoule™ means a unit of energy
equal to approximately 948.2 thousand British thermal units;

“PPA” means power purchase arrangements that became effective on January 1, 2001, as part of the process of
restructuring the electric utility business in Alberta. The PPA’s are legislatively mandated and approved by the
AEUB;

“REA" means Rural Electrification Association. REA’s are constituted under the Rural Utilities Act (Alberta) by
groups of persons carrying on farming operations. Each REA purchases electric power for distribution to its
members through a distribution system owned by that REA;

“Thames Power” means Thames Power Limited;

*YECL” means The Yukon Electrical Company Limited.

ATCOLTD.

The Corporation is the successor to the business commenced in 1947 by the late S.D. Southern and R.D. Southern
and was incorporated under The Companies Act (Alberta) by Certificate of Incorporation dated August 31, 1962.
The Corporation was continued under the Business Corporations Act (Alberta) on March 13, 1984. The address of
the principal and registered office of the Corporation is 1600 ATCO Centre, 909 — 11"™ Avenue S.W., Calgary,
Alberta T2R ING. '
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The following chart includes the names of the principal operating subsidiaries of the Corporation, the jurisdictions
under the laws of which they are organized and the percentages of their shares beneficially owned or over which

contrel or direction is exercised by the Corporation.

Note:

ATCO Led.
{Alberta)
] M
Canadian Utilities
Limited
{Cnnada)
[ 100% | 100% { 100% 1 100% 100%
CU Inc, ATCO ATCO ATCO - ATCO
Power Ltd. Midstream Ltd, I-Tek Inc, Structures Inc.
{Canada) (Canada) (Canada) (Canada) (Alberta)
100% 100% 100%% 100% 100%
ATCO Gas and ATCO Power ATCO ATCO I-Tek’ ATCO Structures
Pipelines Ltd. Canada Lid. Frontec Corp. Business Services Ltd. Pty Lud.
(Alberta) (Canada) (Albenta) {Canada) (Australia)
100% 100% 100% 100%
CU Water ATCO Power ATCO ATCO Structures
Limited Generation Ltd. Travel Ltd. (USA) Inc.
{Canada) {England) {Alberta) (Alaska)
100% 50% 100% 100%
Alberta Paower Thames ATCO Frontec ATCO Structures
(2000) Lad. Power Limited Europe Ltd. UK Ltd.
(Canada) (England) (Hungary) {England)
100% 51% 50%
ATCO Barking Tecno Fast
Electric Ltd. Power Limited ATCO S.A.
{Canada) {England) (Chile)
100% 100% . 100%
The Yukon Electrical | | ATCO Pawer ATCO Noise
Company Limited Australia Pry Ltd. Management Ltd,
{Yukon Territory) {Australia) (Alberta)
1 (0% 100% 100%
Norven ASHCOR ATCO
Holdings [nc. Technologies Ltd. Investments Ltd.
{Canada) {Canada) (Alberia)
T6%- 100%
Northland Utilities * ATCO
Enterprises Ltd. ~ Resources Lid,
{Canada) (Alberta)
100%
Northland Utilities
{Yellowknife} Limited
{Canada) " -
100%
Northland Utilities
(NWT) Limited
(Northwest Territories)
100%
L ATCO Utility
Services Ltd.
(Canada)

(1) At December 31, 2006, ATCQ Ltd, owned 74.4% of the Class B common shares, being the only voting securities
outstanding, and 40.6% of the Class A non-voting shares, for an aggregate ownership of 52.4%, of Canadian
Utilities Limited. -
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BUSINESS OF THE CORPORATION

The Corporation is a helding company. lts principal operating subsidiaries are engaged in regulated natural gas and
electric energy operations, primarily in Alberta, and in related non-regulated operations. Regulated operations are
conducted by ATCO Electric (and its subsidiaries, NLD, NUY and YECL), ATCO Gas and ATCO Pipelines.

JIncluded in regulated operations are the generating plants of Alberta Power (2000), which were regulated by the

AEUB until December 31, 2000, but are now govermned by legislatively mandated PPA’s that were approved by the
AEUB. These plants are included in regulated operations primarily because the PPA’s are designed to allow the
owners of generating plants constructed before Jannary 1, 1996, to recover their forecast fixed and variable costs and
to earn a return at the rate specified in the PPA’s. The plants will become deregulated upon the earlier of one year
after the expiry of a PPA or a decision to continue to operate the plant. Alberta Power (2000} has one year after the
expiry of a PPA to determine whether to decommission the generating plant in order to fully recover plant
decomrmissioning costs or to continue to operate the plant. Each PPA is to remain in effect until the earlier of the
last day of the estimated life of the related generating plant or December 31, 2020.

The Corporation operates in the following business segments:

The Utilities Business Group includes the regulated distribution of natural gas by ATCO Gas, the regulated
distribution and transmission of electric energy by ATCO Electric and its subsidiaries, NLD, NUY and YECL, the
regulated transportation of natural gas by ATCO Pipelines, the regulated transmission and distribution of water by
CU Water, and the provision of non-regulated complementary projects by ATCO Utility Services.

The Power Generation Business Group includes the non-regulated supply of electricity and cogeneration steam by
ATCO Power and ATCO Resources, the regulated supply of electricity by Alberta Power (2000), and the sale of fly
ash and other combustion byproducts produced in coal fired electrical generating plants by ASHCOR Technologies,

The Global Enterprises Business Group includes the non-regulated gathering, processing, storage, purchase and
sale of natural gas by ATCO Midstream, the provision of project management and technical services for customers
in the industrial, defence and transportation sectors by ATCO Frontec, the development, operation and support of
information systems and technologies by ATCO 1-Tek, the provision of billing services, payment processing, credit,
collection and call centre services by ATCO I-Tek's subsidiary, ATCO I-Tek Business Services, the sale of travel
services 1o both business and consumer sectors by ATCO Travel, the manufacture, sale and lease of transportable
workforce shelter and space rentals products by ATCO Structures {Industrials) and the design, supply and
construction of industrial noise abatement by ATCO Noise Management (Industrials). The Corporation sold its 50%
interest in Genics, a manufacturer of wood preservation products, effective August 1, 2006.

The Corporate and Other segment includes commercial real estate owned by ATCO Ltd., ATCO Investments and
Canadian Utilities in Alberta, ‘
Three Year History

The significant events and conditions that have influenced the general dévelopment of the Corporation’s business
over the past three years are summarized below.

2006:
*  Increased business activity in ATCO Structures and ATCO Noise Management.
» Increased capital expenditures in the Utilities Business Group.
¢  Fluctuations in temperatures affecting ATCO Gas; ope.r'fltions.

* In November 2006, the AEUB anncunced that a generic return on common equity of 8.51% would be
applied on rate applications filed for 2007.

*  Availability of generating plants in ATCO Power, ATCO Resources and Alberta Power (2000).

6 ATCO




Volatility in prices received for electricity sold to the Alberta Power Poo! by ATCO Power and ATCO
Resources and for electricity sold into the United Kingdom Power Exchange Market by ATCO Power.

Lower PPA tanffs due to declining rate bases a1 Alberta Power (2000)’s generating plants and a decline in
the return on common equity rate that js based on long term Government of Canada bond yields plus 4.5%.

Changes in market conditions in natural gas liquids and storage operations in ATCO Midstream.

In 2006, the Canada Revenue Agency ("CRA™) issued a reassessment for Alberta Power (2000)’s 2001
taxation year. The CRA's reassessment treats the proceeds received from the sale of the H.R. Milner
generating plant to the Alberta Balancing Pool as income rather than as a sale of an asset. The Corporation
has made submissions to the CRA opposing the CRA’s position. The impact of the reassessment is a $12.4
millien increase in interest and income tax expense, a 36.4 million decrease in earnings afier non-

controlling interests and a $28.8 million payment associated with the tax and interest assessed. It is

expected that $16.4 million of this cash payment will be recovered by reducing income taxes payable
through higher capital cost allowance claims. Due to the uncertainty as to whether the reassessment will
ultimately be resolved in the Corporation’s favour, the Corporation reduced eamings by $6.4 million in
2006.

Federal and provincial governments have recently announced a number of changes to income taxes and
rates. As these changes are considered to have been substantively enacted, the Corporation made an
adjustment to income taxes-amounting to $14.9 million in the second quarter of 2006, most of which relates
to future income taxes. The adjustment increased 2006 earnings by $9.3 million after non-controlling
interests, -of which $1.0 million relates to the Ultilities Business Group, $5.0 million to the Power
Generation Business Group, $1.2 million to the Global Enterprises Business Group, $2.4 million to the
Industrials segment, and $(0.3) million to Corporate and Other,

In June 2003, as part of their rate applications, ATCO Electric and ATCO Gas submitted a filing to the
AEUB that addressed certain common matters. ATCO Pipelines was also a party to this filing as the
concems were common to all three utilities, On QOctober 11, 2006, the AEUB issued a decision which
resulted in no significant impact on eamings. Among other things, the decision upheld ATCO's. treatment
of pension costs and approved the continued use of preferred shares. In addition, the decision approved
minimal changes to head office rent expense and executive compensation.

On November 24, 2006, the Corporation announced that its Board of Directors had completed its review of

the strategic alternatives available for its gas gathering and processing and natural gas liquids midstream

business and reached a decision to retain the business under the Corporation’s current structure. The
strategic review, commenced in May 2006, was conducted by the Board of Directors in conjunction with
the Corporation’s management and legal and financial advisors. The review involved the evaluation of a
number of alternatives, including reorganization into a business trust or newly created company or a sale to
a third party.

ATCO Structures received contracts from Albian Sands Energy Inc. for the first and second phases of a
project to manufacture, supply and install the Albian Village accommodations for trades people and
management personnel at Shell Canada Limited’s Athabasca Oil Sands Project Upstream Expansion #1
north of Fort McMurray, Alberta,

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta (“Sale of
Property™). Net proceeds, after costs of disposition, resulted in a gain of $14.3 million before income taxes

of $2.6 million. This sale increased 2006 earnings by $11.7 million.

2005:

Volatility in prices received for electricity sold to the Alberta Power Pool by ATCO Power and ATCO
Resources and for electricity sold into the United Kingdom Power Exchange Market by ATCO Power.
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Increased business activity in ATCO Structures operations in Canada, Australia and South America.
Fluctuations in temperatures affecting ATCO Gas’ operations.

In 2005, the Corporation received $83.1 million as its share of the partial settlement of the claim for
damages related to TXU Europe’s breach of its contract with BPL. An additional payment of $16.6 million
was received on January 19, 2006 and a final installment of approximately $1.6 million was expected in the
second quarter of 2006. The settlement is expected to generate eamings. after income taxes and non-
controlling interests of approximately $35 million, based on foreign currency exchange rates in-effect on
March 30, 2005, which will be recognized over the remaining term of the TXU Europe contract to
September 30, 2010, at approximately $5.5 million per year. These eamings will be dependent upon the
foreign currency exchange rates in effect at the time the earnings are recognized.

In November 2005, the AEUB announced a generic returm on common equity of 8.93% for 2006. In
January 2006, the AEUB clarified that the generic return on equity determined on an annual basis in
accordance with the generic cost of capital decision should apply to each year of the test period in the
companies’ applications. If no rate applications are filed for a particular year, then there will be no .
adjustrnent to the common equity rate of return for that year.

In November 2005, the AEUB approved ATCO Pipelines as the party to manage the acquisition and sale of
working gas at its salt cavern storage. Salt cavern working gas had historically been acquired by ATCO
Gas and its predecessors.

In May 2005, ATCO Gas filed a general rate application with the AEUB for the 2005, 2006 and 2007 test
years requesting, among other things, increased revenues 1o recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta. In June 2005, ATCO Gas filed an
application requesting interim refundable rates pending the AEUB’s decision on the general rate
application. On August 28, 2005, ATCO Gas received a decision from the AEUB approving an interim
refundable rate increase, to be collected from northern customers, of $7.0 million. A decision from the
AEUB was received on January 27, 2006, which resulted in an earnings impact that is not materially
different from the earnings based on the interim rates approved by the AEUB in August 20035,

In April 2005, ATCO Midstream leased the full storage capacity at ATCO Gas’ Carbon natural gas storage
facility for the 2005/2006 year resulting in higher storage revenues due to higher capacity leased and the
timing and demand of storage capacity sold. '

On March 3, 2005, the Supreme Court of Canada dismissed the Corporation’s application for leave to
appeal and decided not to hear the Corporation’s appeal of a $6.7 million income tax reassessinent relating
to its 1996 disposal of ATCOR Resources Ltd.  Due to the uncertainty as to whether the Supreme Court of
Canada would hear the Corporation’s appeal, the Cerporation charged $6.7 million to eamings in its 2004
consolidated financial statements. There was no material effect on the Corporation’s 2005 consolidated
financial statements as a result of the Supreme Court of Canada’s decision to not hear the Corporation’s
appeal.

2004:

Volatility in prices received for electricity sold to the Alberta Power Pool by ATCO Power and ATCO
Resources.

In September 2004, ATCO Structures announced it had been awarded a contract to supply a 2,100 person
camp to Nexen Inc. for the Long Lake project in the Athabasca oil sands region of northern Alberta. The
camp was completed in December 2005.

In August 2004, the Corporation reorganized its structure into three business groups: Ultilities {ATCO Gas,

ATCO Electric and its subsidiaries, NLD, NUY and YECL, ATCO Pipelines, CU Water, ATCO Utility
Services); Power Generation (ATCO Power, ATCO Resources, Alberta Power (2000)), and Global
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Enterprises (ATCO Midstream, ATCO Frontec, ATCO I-Tek and its subsidiary ATCO [-Tek Business
Services, ASHCOR Technologies, Genics, ATCO Travel, ATCO Structures, ATCO Noise Management).

In August 2004, ATCO Electric completed construction of a $99.0 million, 350 kilometre 24( kilovolt
transmission line between Fort McMurray and Whitefish Lake.

. In a decision dated July 13, 2004, the AEUB awarded ATCO Pipelines additional revenue with respect to

the revenue forecasts of certain industrial customers.

In July 2004, ATCO Power’s and ATCO Resources’ Brighton Beach generating plant in Windsor, Ontario
was completed and commenced commercial operations. All of ATCO Power’s and ATCO Resources’
generating plants are now operational. :

In July 2004, the AEUB issued its generic cost of capital decision, establishing a standardized approach for
determining the rate of return on common equity for each utility company (ATCO Electric, ATCO Gas and
ATCO Pipelines) regulated by the AEUB. The decision also established capital structures for each utility
company regulated by the AEUB. This resulted in;

o ATCO Electric obtaining an approved 2004 return on common equity of 9.60% and a common equity

ratio of 33% for its transmission operations and 37% for its distribution operations. The impact of this
decision was an increase in the common equity that ATCO Electric was allowed to eamn a return on by
$22.3 million in 2004,

o ATCO Pipelines obtaining an approved 2004 rate of return on common equity of 9.60% and a common
equity ratio of 43%.

o ATCO Gas was not impacted by this decision for 2004 as its return on common eqmty of 9.50% and
its common equity ratio of 37% had already been approved by the AEUB in a decision dated October
1, 2003. The Generic Cost of Capital decision approved, among other things, ATCO Gas’ common
equity ratio of 38% beginning in 2005.

[n 2001, the Corporation received and paid income tax reassessments of $21.3 million relating to the 1996
disposal of ATCOR Resources Ltd. Of this amount, $12.9 million was assessed to CU and $8.4 million to
ATCO. The Corporation did not agree with the reassessment and contested the matter with tax authorities.
Accordingly, the payments were recorded as a reduction of future income tax liabilities.

During 2003, the Corporation was successful in appealing the reassessments to the Tax Court of Canada.
The Federal Government appealed the Tax Court’s decision to the Federal Court of Appeal, which issued a
decision on June 18, 2004 in favor of CU with respect to the entire amount of its $12.9 million
reassessment, and in favor of ATCO for $1.7 million of its $8.4 million reassessment. The Federal
Government did not appeal the Federal Court of Appeal’s decision to the Supreme Court of Canada. With
respect to CU, the Corporation received a refund of $15.1 million, including interest, and reversed the
future income tax reduction of $12.9 mitlion. With respect to ATCO, the Corporation filed for leave 0
appeal the Federal Court of Appeal’s decision to the Supreme Court of Canada. Due to the uncertainty as
to whether the Supreme Court of Canada would hear the Corporation's appeal, the Corporation reversed the
future income tax reduction of $8.4 million, reduced income taxes payable by $1.7 million for the expected
refund and charged $6.7 million to earnings.

On May 4, 2004, ATCO Gas and ATCO Electric closed the transfer of their retail energy supply businesses
to Direct Energy Marketing Limited and one of its affiliates {(collectively “DEML”), a subsidiary of
Centrica plc (“Transfer of the Retail Energy Supply Businesses™) for $90 million. The transfer increased
2004 earnings by $28.5 million. As a result of the transfer, ATCO Gas and ATCO Electric are no longer
involved in arranging for the supply and sale of natural gas and electnclty to customers, but continue to
own the assets and provide transportation and distribution services under AEUB approved rates that
provide for a recovery of costs of service and fair return. ATCO I-Tek Business Services entered into a 10
year contract to provide billing and call centre services to DEML.
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Utilities

As a result of the Transfer of the Retail Energy Supply Businesses to DEML in May 2004, ATCO Electric and
ATCO Gas are no longer involved in arranging for the supply and sale of electricity and natural gas to customers
and are therefore no longer responsible for electric energy or natural gas supply, but will continue to own the assets
and pr0v1de transportation and distribution services under AEUB approved rates that provide for a recovery of costs
of service and fair return.

Natural Gas Distribution

ATCO Gas is primarily engaged in the business of distributing natural gas throughout Alberta and in the
Lloydminster area of Saskatchewan, Although ATCO Gas is the major natural gas distributor in Alberta, certain

. areas are served by other natural gas utilities.

ATCO Gas’ principal markets for the distribution of natural gas are in the communities of Edmonton, Calgary,
Airdrie, Camrose, Fort McMurray, Grande Prainie, Lethbridge, Lloydminster, Red Deer, St. Albert and Sherwood
Park, which have a combined population of approximately 2,194,000, Also served are 279 smaller communities as
well as rural areas having a combined population of approximately 564,000, located on or in the vicinity of ATCO
Pipelines’ transportation systems or the natural gas transportation pipelines of other companies. ATCO Gas
provides approximately 970,000 customers with natural gas service, of whom approximately 75% are located in the
11 communities named above. ‘

The number of customers served by ATCO Gas as at the end of each of the last two years was as follows:

2006 2005
Residential ..o e, ettt ettt areas 886,999 858,618
Commercial ... e et e eyt rraese v e reans 82,490 80,630
INAUSITIAL oo bt em e en e e et e et eae s 358 350
OHET 1. oot en ettt st st e s eanto st et es st ree s e e e e e et ene e seeeseeesseeerereee e s e s e ranras 30 -
TOAL e ettt et e et et st e et e eet et e rena e e enesne 969,877 939,598

ATCO Gas owns and operates approximately 35,900 km of distribution mains. In addition, ATCO Gas owns
modern service and maintenance facilities in major centres, :

Revenues and eamings of ATCO Gas are affected by temperature and consequently winter weather can have a
significant impact. During a typical year, more than 90% of the eamings of ATCO Gas are generated during the
months of January, February, November and December.

The amounts of natural gas distributed by ATCO Gas for each of the last two years were as follows:

2006 2005
{petajoules)
RESTAENUAL....cccvviviiiieiceeeceeeee et er s sr e e reas en st e ar et e ssna e snaseren 105.3 103.8
98.6 96.9
14.4 14.4
0.4 0.4
TOtAL e bttt ettt et e eas et et n e e s e eneesreenresaee st aatesaneereans 218.7 215.5

Natural Gas Supply

Prior to April 1, 2005, as directed by the AEUB, ATCO Gas purchased fixed quantities of natural gas from various
gas producers at market prices that are in effect at the time the quantities are purchased. Effective April 1, 2005, as
directed by the AEUB, ATCO Gas no longer purchases fixed quantities of natural gas related to storage purchases
and operational contracts pertaining to its natural gas field storage facility at Carbon, Alberta, ATCO Gas has leased
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the entire storage capacity of the 43.5 petajoule Carbon facility to ATCO Midstream since April l 2005. For
additional information related to the leasing of the Carbon natural gas storage facility to ATCO Midstream, refer to
the Regulatory Matters, ATCQO Gas section of the Corporatlon s Management’s Discussion and Analysrs
(“MD&A™), whlch 18 avallablc at www.sedar.com. .

in 2003, ATCO Gas commenced the first phase of a $278 million project to relocate natural gas meters currently
inside homes to the outside. The project will make the distribution system safer by relocating and replacing aging
infrastructure, improve metering accuracy and accessibility, and facilitate more efficient meter reading. The AEUB
approved a program which will result'in meters with underground entries being relocated over 10 years and all other
inside meters moved as part of the existing meter recall program. The decision also allows ATCO Gas to move
meters at any time if they are deemed unsafe.

CU Water |
CU Water is engaged in the transmission and distribution of water. CU Water owns and operates a distribution

system to supply water to rural customers and small towns east of Edmonton. At the end of 2006, approximately
1,000 customers were being served directly by CU Water and, in addition, bulk water sales were being made to the

- towns of Tofield and Viking and to 13 commercial water haulers. The operations of CU Water are subject to -

regulation by the AEUB.
Natural Gas Transportation

ATCO Pipelines is engaged in the business of transporting natural gas throughout Alberta and the operation of a salt
cavern storage peaking facility.

ATCO Pipelines owns and operates extensive natural gas transportation systems. The systems consist of
approximately 8,419 km of pipelines, 23 compressor sites and a salt cavern storage peaking facility. The systems
have 229 producer receipt points, 78 interconnections with TransCanada Pipelines Limited, five interconnections
with Alliance Pipeline and one interconnection with Many Islands Pipelines.

ATCO Pipelines’ revenues are based primarily on contractual arrangements for access to its transportation systems,
Contract demand for access, and interruptible {IT), overrun (OR} and variable volumes for each of the last two years
was as follows:

2006 2005
{terajoules/day)
Contract Demand: .
PrOAUCET (ot ettt et e et ae ettt e e et nntneaeaneanes 1,366 1,291
INAUSIEIAL. ..ot enaie s s b e e emse e eeseneaes . 966 1,015
DHSITIDULION ... v vn it aese e s e ste e et s e s et ers s bas s barbassbess e smsssbesrmsaranssanrsbessrnss 95 93.
AT IALES ettt tee e te s s e e et e st et ee e s e ne et e et aene 2,605 2,431
5,032 4,830
IT/OR/Variable Volumes: : -
PrOGQUCET ..ot e _ 244 243
TAUISITIAL L.t e et e e et e e e et e e et e e rees s et rereareasme e s rateea st nreeneenanenrenneannes 234 ‘ 241
DISIEIBLLION c..coiieis i vir st vtrscr e sr i e srres b s ss e snsssearsesabessser st b semssrsssrssaransstnssnesseres - 2
o1 OO 478 486
Total Contract Demand and IT/OR/Variable VOIIMES ........cccooevr i e - 5510 5,316

The AEUB approved the conversion of sales service to transportation service for certain customers of ATCO
Pipelines. This conversion was completed during 2005.
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Electric Distribution and Transmission

ATCO Electric is engaged in the business of transmitting and distributing electric energy to 245 communities as
well as rural areas in east-central and northern Alberta. Included are the communities of Drumheller, Lloydminster,
Grande Prairie and Fort McMurray as well as the oil sands areas near Fort McMurray and the heavy oil areas near
Cold Lake and Peace River. Electric utility service is also provided to one community in British Columbia and to
two communities in Saskatchewan. YECL serves 19 communities in the Yukon Territory, including the capital city
of Whitehorse, and NUY and NLD serve 9 communities in the Northwest Territories, including the capital city of
Yellowknife.

Electnicity distributed to the various classes of customers for each of the last two years was as follows:

2006 2005
Millions " Millions
of _oof

Kilowatt Kilowatt
Hours % Hours %o
INAUSLEAL......o e e e 6,719 65 6,583 66
COmMIMETTIAl ..o e e ee e 1,967 19 1,826 19
ReSTAENUal ... e 1,098 11 1,023 10
Rural, REAS and other.......ccviviii i nrrisieie s srneennnne 502 5 494 5
TOMALc. s et e e P 10,286 100 9,926 100

The aggregate population of the areas provided with electric utility service by ATCO Electric, NUY, NLD and A

YECL ts approximately 465,000 and service is provided to approximately 216,000 customers. ATCO Electric has
been assigned approximately 65% of the designated service area within Alberta which contains approximately 15%
of the existing provincial electrical load and 13% of the existing population.

The number of customers served by ATCO Electric, NUY, NLD and YECL as at the end of each of the last two
years was as follows:

2006 2005
Number % Number %o
ENAUSIEIAL. o e e 10,894 - 5 10,847 5
COMMETCIAL L..vivieiieiiieii ittt e ee e s e e neas 29,284 13 28,673 14
ReSidential ......occociviiiiiiir et 146,503 68 141,806 67
Rural, REAs and other............cccovvvveiin et ee s seren et 29,657 - 14 29,536 14
TOtAL...coiciieicee e el 216,338 100 210,862 100

ATCO Electric, NUY, NLD and YECL own and operate extensive electric transmission and distribution systems.
The systems consist of approximately 9,300 km of main transmission lines and 60,800 km of distributicn lines. In
addition, ATCO Electric delivers power to and operates approximately 12,000 km of REA-owned distribution lines.

ATCO Electric, NUY, NLD and YECL own and operate 28 diesel, natural gas turbine and hydro generating plants
having an aggregate nameplate capacity of 61 megawatts in Alberta and in the Yukon and Northwest Territories.
The maximum peak load demand for these plants during the year ended December 31, 2006, was 32 megawatts.

In August 2006, the AEUB approved the first phase-of the AESO’s application for the need to improve transmission
infrastructure in northwest Alberta. The AEUB decision grants the AESO approval to assign approximately $300
million in projects to the Transmission Facility Owner, ATCO Electric. Once assigned by the AESO, ATCO
Electric will prepare and file facility applications with the AEUB. Construction will commence once approval to
proceed is received from the AEUB. The entire project was originally intended to be completed by 2009, but now is
anticipated to be completed by 2011. As a result of price escalation caused by the change in completion date,
coupled with the increasing costs of construction in Alberta, the entire project is now estimated to cost $400 million.

12 ATCO




Franchises

AGP, ATCO Electric, YECL, NUY and NLD distribute natural gas and electricity in incorporated communities
under the authority of franchises or by-laws and in rural areas under approvals, permits or orders issued pursuant o
applicable statutes.

In Edmonton, distribution of natural gas is carried on under the authority of an exclusive franchise. In 2004, AGP
entered into an agreement with the City of Edmonton for a 10 year renewal of the franchise to November 15, 2015.
The franchise renewal is subject to the right of the City of Edmonton, at the end of the renewal period, to purchase
all of AGP’s assets used in supplying natural gas to the city. The purchase price would be. determined by an
arbitration process according to the arbitration laws of Alberta. Although the franchise agreement gives the City
certain rights of purchase, since 1935 the City has granted renewals for 10 year periods.

In Calgary, distribution of natural gas is camried on under the authority of a municipal by-law, The rights of AGP
under this by-law, while not exclusive, are unrestricted as to time. The by-law does not confer any right on the City
of Calgary to acquire the facilities used in providing the service.

The franchises under which service is provided in other incorporated communities in Alberta and in the Northwest
Territories have been granted for periods of up to 20 years. These franchises are exclusive to AGP, ATCO Electric,
NUY or NLD and are renewable by agreement for further periods not exceeding 20 years each in the case of AGP
and 10 years in the case of ATCO Eleciric, NUY and NLD. If any franchise is not renewed, it remains in effect
until such time 4s either party, with the approval of the prevailing regulatory authority, terminates it on six months
written notice. Upon termination of a franchise the municipality may purchase the facilities used in connection with
that franchise at a price 10 be agreed upon or, failing agreement, to be fixed by the prevailing regulatory authority.
The franchise under which service is provided in the Yukon Territory was granted under the Public Utilities Act
(Yukon Territory) and has no set expiry date.

Franchise Renewals

ATCO Electric has four material franchises, two of which have expired and are currently being renegotiated. Of the
remaining franchises, one expires in 2008 and the other expires in 2014,

ATCO Gas has five material franchise agreements which expire between 2012 and 2018.
The Corporation anticipates that all material franchise égreements currently held will be renewed.

Power Generation

Under the EUA, generation assets constructed after December 31, 19935, are not considered part of utility operations

and rates are not regulated by the AEUB. All owners of new and existing generating units must sell their surplus
electric energy through the Alberta Power Pool.

Regulated (Alberta Power (2000))

Alberta Power (2000) is engaged in the regulated supply of electricity in Alberta. Alberta Power (2000)’s assets are
operated by ATCO Power pursuant to management agreements. The generating plants of Alberta Power (2000)
were regulated by the AEUB until December 31, 2000, but are now governed by legislatively mandated PPA’s that
were approved by the AEUB. These plants are included in regulated operations primarily because the PPA’s are
designed to allow the owners of generating plants constructed before January 1, 1996, to recover their forecast fixed
and variable costs and to earn a return at the rate specified in the PPA's, The plants will become deregulated upon
the earlier of one year afier the expiry of a PPA or a decision to continue to operate the plant. Alberta Power (2000)
has one year after the expiry of a PPA to determine whether to decommission the generating plant in order to fully
recover plant decommissioning costs or to continue to operate the plant and be responsible for future
decommissioning costs. Each PPA is to remain in effect until the earlier of the last day of the life of the related
generating plant and December 31, 2020. .

Substantially all of the electricity generated by Alberta Power (2000) is sold pursuant to PPA’s with ENMAX
Corporation (Battle River generating plant) and TransCanada Energy Ltd. (Sheerness generating plant). The Battle
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River PPA was sold to ENMAX Corporation by EPCOR 'Utilities Inic. in May, 2006, the Sheerness PPA was sold to

TransCanada Energy Ltd. by the Alberta Balancing Pool effective January 2006 and the Rainbow PPA expired on

Décember 31, 2005. Under the PPA’s, Alberta Power (2000) is required to make the generating capacity for each
generating unit available to the purchaser of the PPA for that unit. In return, Alberta Power (2000) is entitled to
recover its forecast fixed and variable costs for that unit from the PPA purchaser, including a return on common
equity equal to the long term Government of Canada bond rate plus 4.5% based on a deemed common equity ratio
of 45%. Many of the forecast costs are determined by indices, formulae or other means for the entire period of the
PPA. Alberta Power (2000)'s actual results will vary and depend on performance compared to the forecasts on
which the PPA’s are based. °

Alberta Power (2000) continued to operate the Rainbow generating plant during 2006 and the electricity generated
was sold to the Alberta Power Pool. Alberta Power (2000) had one year after the expiry of the PPA for the Rainbow
generating plant (December 31, 2005) to determine whether to decommission the plant in order to fully recover
plant decommissioning costs or (o continue o operate the plant. The AESO and Alberta Power (2000) are currently
negotiating a contract that, if executed, will result in Alberta Power (2000) continuing to operate the plant and be
responsible for future decommissioning costs. Alberta Power (2000) has filed an application with the AEUB to
decommission the plant and thereby preserve Alberta Power (2000)’s rights to fully recover plant decommissioning
costs in the event negotiations with the AESO are unsuccessful.

The name plate capacity ratings of Alberta Power (2000)’s generating plants are shown below.

Name Plate PPA
Commissioning  Type of Generating Capacity Expiry
Plant Date - Plant Rating PPA Purchaser Date
{megawatts)
Battle River (1)
Unit3........... 1969 coal-fired steam turbine 150 ENMAX Corporation 2013 -
Unit4........... 1975 coal-fired steam turbine 150 ENMAX Corporation 2013
Unit 5........... 1981 coal-fired steam turbine 370 ENMAX Corporation 2020
670
Sheerness (2)(3) .
Unit ... 1986 coal-fired steam turbine 190 TransCanada Energy Ltd. 2020
Unit2.......... 1990 coal-fired steam turbine 150 TransCanada Energy Ltd. 2020
380
Rainbow.......... 1968 natural gas turbine 88 Merchant
Sturgeon.......... 1957 natural gas turbine 18 Merchant
Total 1,156

Notes: -

(1) ENMAX Corporation became the PPA purchaser on May 1, 2006, previously the PPA purchaser was EPCOR
Utilities Inc.

(2} Alberta Power (2000) s ownership of the 760 megawatt name plate capacity.

(3} TransCanada Energy Ltd, became the PPA purchaser on January 1, 2008; previously the PPA purchaser was
the Alberta Balancing Pool. '

Alberta Power (2000) manages the Sheemess generating plant under long term agreements with TransAlta

‘Cogeneration L.P. for the equal sharing of ownership and cost of electric capacity.

Alberta Power (2000) owns or has committed under long term contracts sufficient coal supplies for the anticipated
lives of its Battle River and Sheemness generating plants.

14 ATCO




Non-Regulated (ATCO Power and'ATCO Resources)

ATCO Power and ATCO Resources are engaged in the non-regulated supply of electricity and cogeneration steam
in Canada, the United Kingdom and Australia. ATCO Power also-manages Alberta Power (2000)’s assets. ATCO
Power continues to focus its deve]opment efforts on mdependent power production projects in Canada, Australia

_and the United Kingdom.

ATCO Power’s and ATCO Resources’ non-regulated mdependent cogeneration plants and generating plants with

* their respective commissioning dates and name plate capacity ratings, are shown below.

Name Plate - Ownership
Commissioning  Capacity ATCO ATCO
Location , Date Rating ‘Power __ Resources _ Total Net
: : {megawatts) . (megawatts)

Canada:

McMahon, B.C. 1993 120 50.0% - 50.0% . 60

Primrose, Alberta 1998 85 40.0% 10.0% 50.0% 42
. Poptar Hill, Alberta ' 1998 45 80.0% 20.0% 100.0% - 45

Rainbow Lake, Alberta 1999 90 40.0% 10.0% 50.0% © 45

Joffre, Alberta _ 2000 480 32.0% 8.0% 40.0% 192

Valleyview, Alberta 2001 45 80.0% 20.0% 100.0% | 45

Muskeg River, Alberta . 2003 170 56.0% 14.0% 70.0% 119

Cory, Saskatchewan 2003 260 40.0% 10.0% 50.0% 130

Oldman River, Alberta 2003 32 80.0% 20.0% 100.0% 32

Scotford, Alberta 2003 170 80.0% 20.0% 100.0% 170

Brighton Beach, Ontario 2004 580 40.0% 10.0% 50.0% 290

United Kingdom:

Barking, London 1993 1,000 25.5% - 25.5% 255

Heathrow Airport 1990 14 500% - - 50.0% 7

Australia: )

Osborne, South Australia 1998 180 50.0% - 50.0% 90

Bulwer Island, Queensland 2001 33 50.0% - 50.0% 17
Total 3,304 1,539

Canada

"*ATCO Power has a 50% interest in a jomt venture with McMahon Power Holdmgs L.P. The joint venture owns and
.operates the 120 megawatt McMahon cogeneration plant at Taylor, British Columbia. All of the electricity

generated is sold to British Columbia Hydro and Power Authority pursuant to an electricity purchase agreement
expiring in 2014, In addition to generating electricity, the plant sells steam to Westcoast Energy Inc.’s adjacem

‘natural gas processing plant.

A joint venture, owned by ATCO Power, Canadian Natural Resources Limited (“*CNRL”) and ATCO"Resources,

- operates an 85 megawatt cogeneration power plant (the “Primrose Steam Enhancement Plant™) near Bonnyville,

Alberta. The joint venture sells electricity and steam to CNRL for use in its heavy oil recovery process. Any excess
électricity generated is sold to the Alberta Power Pool or to specific customers, ATCO Power owns a 40% interest
in the project, ATCO Resources owns 10% and CNRL owns 50%.

ATCO Power operates a 45 megawatt natural gas-fired generating plant at Poplar Hill near Grande Prairie, Alberta.

Revenues are derived from power sold to the Alberta Power Pool and for transmission support required by ‘the
Alberta Power Pool. ATCO Power owns an 80% interest in the project-and ATCO Resources owns 20%.

Is |  ATCO



ATCO Power operates a 90 megawatt natural gas-fired generating plant at Rainbow Lake, Alberta which sells steam
and electricity to Husky Energy Inc. (“Husky™). Surplus electricity is sold to the Alberta Power Pool. ATCO Power
owns a 40% interest in the project, ATCO Resources owns 10% and Husky owns 50%.

ATCO Power, EPCOR Power Development Corporation and NOVA Chemicals Corporation (“NOVA™) are
participants in a joint venture which operates a 480 megawatt natural gas-fired cogeneration plant near Joffre,
Alberta. ATCO Power is the operator of the facility. NOVA purchases all of the steam and approximately 25% of
the electricity produced for use in NOVA’s Joffre petrochemical site under an energy purchase agreement expiring
in 2020. The balance of the output is sold 1o the Alberta Power Pool or to specific customers. ATCO Power owns a
32% interest in the project, ATCO Resources owns 8%, EPCOR Power Development Corporation owns 40% and
NOVA owns 20%.

ATCO Power operates a 45 megawatt natural gas-fired generating plant near Valleyview, Alberta. All of the
electricity produced by the plant is sold to the Alberta Power Pool. ATCO Power owns an 80% interest in the
project and ATCO Resources owns 20%.

ATCO Power and SaskPower International Inc. (“SPI”} are participants in a joint venture which operates a 170
megawatt natural gas-fired cogeneration plant and related facilities at the Athabasca Oil Sands Project (“AOSP”)
Muskeg River mine near Fort McMurray, Alberta. Approximately one-half of the electricity and all of the steam
produced by the plant are supplied to AOSP for use in its Muskeg River mine. The balance of the electricity
generated is sold to the Alberta Power Pool. ATCO Power owns a 56% interest in the project, ATCO Resources
owns 14% and SPl owns 30%.

ATCO Power and SPI are participants in a joint venture which operates a 260 megawatt natural gas-fired
cogeneration plant at Potash Corporation of Saskatchewan Inc.’s Cory Mine, located near Saskatoon, Saskatchewan.
ATCO Power is the operator of the facility. Saskatchewan Power Corporation has agreed to purchase all of the
electricity generated by the plant for 25 years. ATCO Power owns a 40% interest in the project, ATCO Resources
owns 10% and SPI owns 50%.

ATCO Power operates a 32 megawatt hydroelectric generating plant at the Oldman River dam near Pincher Creek,
Alberta. All of the electricity produced by the plant is sold to the Alberta Power Pool. ATCO Power owns an 80%
interest in the project and ATCO Resources owns 20%. The Piikani Nation of Brockett, Alberta has an option
which expires February 28, 2007, to purchase a 25% interest in the project.

ATCO Power operates a 170 megawatt natural gas-fired cogeneration plant at the AOSP upgrader at Scotford,
Alberia. Approximately 80% of the electricity and all the thermal energy produced by the plant is supplied to AOSP
for use in the upgrader and the balance of the electricity is sold to the Alberta Power Pool. ATCO Power owns an
80% interest in the project and ATCO Resources owns 20%.

A partnership formed by ATCO Power and Ontario Power Generation Inc, (“OPG™) owns and operates the Brighton
Beach power plant, a 580 megawatt natural gas-fired combined cycle generating plant in Windsor, Ontario. Coral
Energy Canada Inc. supplies and pays for the natural gas used at the plant and owns, markets and trades all the
electricity produced under contracts expiring in 2024, ATCO Power owns a 40% interest in the project, ATCO
Resources owns 10% and OPG owns 50%.

United Kingdom

ATCO Power and Balfour Beatty plc, a United Kingdom construction group, each own a 50% equity interest in
Thames Power, a London, England based company. Thames Power has a 51% interest in BPL which owns a 1,000
megawatt natural gas-fired combined cycle generating plant at Dagenham in London, England {the “Barking power
plant”). EDF Energy plc (“EDF”) and SSE Energy Supply Limited (“SSE") own the remaining 49% interest in
BPL. EDF and SSE have entered into long term agreements expiring in 2010 to purchase 72.5% of the electricity
produced at the plant. The remaining 275 megawatts of power is being sold into the United Kingdom electricity
market on a merchant basis under a two year marketing agreement expiring September 30, 2008. The majority of
the 275 megawatts has been sold forward under this agreement through the end of March 2007 with smaller volumes
sold forward through March 2008, The Barking power plant is operated by ATCO Power.
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ATCO Power has a 50% interest in a joint venture with a subsidiary of EDF. The joint venture owns and operates a
facitity consisting of a 14 megawatt natural gas turbine, 40 megawatts of boiler capacity and an associated heat
distribution system at London’s Heathrow Airport. The joint venture has a 15 year energy services contract,
expiring in 2010, with BAA plc, owner of the Heathrow Airport, for all of the electric energy and hot water
produced by the facility.

Australia

ATCO Power has a 50% interest in a joint venture with Origin Energy Limited (*Origin™). The joint venture owns
and operates a 180 megawatt cogeneration plant in Osbome, South Ausiralia. This joint venture supplies electricity
to Flinders Osborne Trading Pty Ltd (“FOT™) under a 20 year electricity purchase agreement expiring in 2018. In
addition to generating electricity, the plant provides steam under a 20 year agreement, expiring in 2018, to Penrice
Soda Products Pty Ltd. The Government of South Australia has guaranieed the obligations of FOT under these
agreements..

ATCO Power has a 50% interest in a second consortium with Origin. The consortium owns and ‘operates a 33
megawatt natural gas-fired cogeneration plant and other utility infrastructure at BP Amoco plc’s {“BP”") Bulwer
Island refinery, near Brisbane, Queensland. All of the power and steam produced by the plant is sold to BP under a
20 year agreement expiring in 2021. .

ASHCOR Technologies

ASHCOR Technologies is engaged in the sale of fly ash and other combustion byproducts produced in coal-fired
electrical generating plants.

Global Enterprises
Non-Regulated Natural Gas Gathering, Processing and Storage

ATCO Midstream owns and operates non-regulated gathering and processing facilities in Albenta.  ATCO
Midstream provides natural gas procurement/load balancing services for other ATCO subsidiaries, management
services for ATCO Gas’ storage ficld at Carbon and markets non-regulated storage products. Since April 1, 2005,
ATCO Midstream has leased the full storage capacity at ATCO Gas’ 43.5 petajoule Carbon storage facility. Upon
the Transfer of the Retail Energy Supply Businesses in 2004, ATCO Midstream ceased providing natural gas
procurement services to ATCO Gas, - , '

ATCO Midstream owns a 51.3% interest in EEEP. Located in south Edmonton, EEEP is a natural gas processing
piant which extracts ethane and other natural gas liquids from natural gas flowing into the Edmonton market area.
Ethane is sold to'an Albena ethylene producer under a long term contract that expires in December 2012 and other
natural gas liquids are sold under another long term contract that expires in May 2014.

ATCO Midstream’s natural gas liquids extraction plants with plani capacity ratings are shown below:

Plant : Net
Facility ‘ Extraction Capacity Ownership Ownership Operator
(Mmcf/day) (Mmcf/day)

Edmonton Ethane Extraction Plant..... C2 & C3+ NGL mix 360 51.3% - 185 No
Empress Gas Liquids Straddle Plant... €2 & C3+ NGL mix 1,100 12.2% 134 Yes
Villeneuve Ethane Extraction Plant.... C2+NGL mix 40 100.0% 40 Yes
Fort Saskatchewan Ethane Extraction - ‘

Plant ..ot C2+NGL mix 35 100.0% 35 Yes

1,535 394
Notes:
(1) Ethane (“C2"), propane, butane and pentanes-plus (“C3+") and a mixture of other natural gas liguids
("NGL").

(2) Ethane (“C2"}) and a mixture of other NGL’s.
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ATCO Midstream owns of has a joint venture interest in eight natural gas processing plants, six of which it operates,
three compression facilities, all of which it operates, and approximately 1,000 km of field gathering lines. Natural
gas production from the producing properties connected to ATCO Midstream’s natural gas gathering systems is
processed by ATCO Midstream and either transported for a fee or purchased and sold under contracts with third
parties,

ATCO Midstream’s natural gas processing plants with plant capacity ratings are shown below:

Plant " Net

Facility ' Capacity Ownership Ownership  Operator
{(Mmcf/day) (Mmcf/day) :
CCAIBONARIE. . . oo ) 55 100.0% 55 Yes
Cranbermy ..o s s 35 100.0% 35 Yes
Golden Spike ..o 65 100.0% 65 Yes
Nottingham Gas Plant..........coe v, 13 7.0% 1 No
Puskwaskau Gas PIant.............cco.cccooorviievecioneoenisrenne. 21 41.0% 9 No
Watelet Gas PIant ........c..uevreiesenonnesssrensenmiesssnsenssrsnes 20 100.0% 20 Yes
West Pembina Gas Plant............cocooeverierinseieriennnnn. 145 ) 2.4% 3 . Yes
Widewater Gas Plant ..o 10 100.0% 10 Yes
364 . 168

Technical Facilities Management

ATCO Frontec, through its owri operations and through a number of joint ventures, provides project management
and technical services for customers in the industrial, defence, telecommunications and transportation sectors.
Activities include the operation and maintenance of the Alaska Radar ‘System and various remote sites for
Northwestel Inc. in northem Canada. ATCO Frontec prowdes construction, site support and technical support for
NATO, United Nations and the Swedish Armed Forces in Afghanistan, Pakistan and eastern Europe. ATCO
Frontec also provides airport operation and maintenance, security, facilities management, bulk fuel storage and
distribution and a wide variety of services and business activities in various locations throughout Canada and the
world,

ATCO Frontec and Pan Arctic Inuit Logistics Corporation (“Pan Arctic”) have a contract with the Government of
Canada, until September 2009, to operate and maintain the North Waming System. The Government of Canada has
an option 1o extend the contract until 2011. Nasittug Corporation, a corporation jointly owned by ATCO Frontec
and Pan Arctic, operates as agent for the purposes of the North Warning System contract.

Technologies
ATCO I-Tek is engaged in thé'development, operation and support of information systems and technologies.

ATCO I:Tek Business Services provides billing sérvices, payment processing, credit, collection and call centre
services to its clients, ATCO I-Tek Business Services currently provides such services to DEML for its regulated
retail and competitive energy supply businesses in Alberta. In addition, ATCO I-Tek Business Services also
supplies distribution-related billing and customer care services to ATCO Gas and ATCO Electric.

DEML has entered into a 10 year contract effective May 4, 2004, with ATCO [-Tek Business Services to provide
billing and call centre services to ensure continued quality customer service. DEML has the ability to terminate this
contract after the fifth anniversary upon 1mmed1ate payment of termmatlon fees which decline over the remaining
term of the contract. Based upon current customer counts and service levels and a’10 year contract, revenues are
estimalted to be between $400-$500 million over the term of the contract.

ATCO Travel

ATCO Travel is engaged in the sale of travel services to both business and consumer sectors. ATCO Travel is one
_of the largest independent travel agencies in western Canada. ATCO Travel was awarded the 2006 Association of
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Canadian Travel Agencies Atlas Award fof Travel Agency of the Year in Alberta and the Northwest Termritories.
This award recognizes ATCO Travel’s commitment to its customers by developing and implementing innovative
solutions for their travel needs.

Industrials

ATCO Structures .is engaged in the manufacture, sale and lease of transportable shelters and related products.
ATCO Structures has marketed and installed its manufactured products in over 105 countries around the world since
1947 and has established a reputation as a leader in the internationat supply of relocatable shelter products. Products
sold are manufactured in Canada, the United States, Australia and Chile and under subcontract in other jurisdictions.

ATCO Structures employs engineers and designers whose expertise in designing modular buildings, complemented
by technicians experienced in selection of materials and modular construction methods, results in the manufacturing
_ of products for use anywhere in the world ranging from sophisticated custom-designed projects to basic construction
camp facilities, modular housing and space rentals products. '

Workforce Housing

ATCO Structures’ sells and leases workforce housing products including prefabricated standardized or custom units
that are designed to be assembled into self contained camps complete with sleeping accommodation, kitchen, dining
and recreation facilities. The units are designed to be used in all weather conditions and are fully transportable.
Workforce housing products are used primarily by companies in oil and gas, forestry and mining industries, as well
as governments.

The workforce housing lease fleet includes sleeping accommodation, kitchens, diners, recreation facilities and
washcars. The fleet is maintained to meet the latest standards set by the building industry and trade unions and is
refurbished and upgraded-as required. ATCO Structures also purchases used workforce housing units from
customers which are then retrofitted as required and made available for resale or lease in the workforce housing
market. '

Demand for workforce housing products is directly related to the capital spending cycle and the level of
development activity in natural resource industries. During 2006, the utilization rate for ATCO Structures’ work
force housing fleet averaged 89%, up from 70% in 2005 and 62% in 2004.

ATCO Structures also sells: and leases Fold-A-Way metal buildings domestically and internationally. These
prefabricated steel buildings have a modular design which enables them to be erected in hours and easily dismantled
and relocated. Fold-A-Way metal buildings have been used by a broad range of industries and government agencies
with many varied applications such as equipment storage, maintenance facilities, factories, gymnasiums, sewage
treatment plants, aircraft hangars and emergency shelters. The buildings are manufactured by subcontractors to
designs and specifications developed by ATCO Structures. ‘

Space Rentals

in Canada, Australia, the United Kingdom and Chile, ATCO Structures’ space rentals business involves the lease
and sale of relocatable modular offices, classrooms and other community structures. In the United States, ATCO
Structures sells its space rentals products to leasing companies. ATCO Structures’ space rentals fleet consists of on-
site structures such as site offices, lunchrooms, storage facilities, lavatories, first-aid units, locker rooms, and
modular commercial and community structures such as office complexes and classrooms. On-site structures are
used primarily by construction companies on urban and rural construction sites. Commercial and community
structures, although relocatable, are generally useéd as more permanent facilities by a wide range of private and
public sector customers.

Space rentals products are generally offered to customers under lease packages which may include options to
purchase. The terms of leases generally vary from one month to five years. Customers with longer term
requirements typically purchase rather than lease. Sales from the fleet assist ATCO Structures in maintaining a
modern inventory of space rentals units.
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Lease Fleet

The number of units in ATCO Structures’ lease fleets as at the end of each of the last two years was as follows:

2006 2005
Work Work
Force Space Force Space
Housing =~ Rentals Housing Rentals
CANBAR c.vvveoee oo setees s escsesne oo 1,161 1,865 1,409 1,517
AUSITALIA ..o e e s 747 5,643 754 5,050
United Kingdom ... e - 834 - 617
CHITE ettt e st ere ere b e 520 662 537 566
OHhB e e e i8 - 18 -
CTOtAl e 2,446 9,004 2,718 7,750
Manufacturing
Canada

ATCO Structures’ principal manufacturing facilities are located on a 22 acre site in Calgary known as the ATCQ
Industrial Park, with approximately 275,000 square feet of production and office space.

ATCO Structures” Spruce Grove manufacturing facility is located 15 km west of Edmonton, Alberta. This 90,000
square foot facility was originally used for service and maintenancé work, but has been used as an overflow
manufacturing facility and for service and maintenance since 1995 to meet incremental demand for modular
products that cannot be met from facilities in Calgary.

International

ATCO Structures operates a leased 90,000 square foot manufacturing facility in Diboll, Texas and a leased 140,000
square foot manufacturing facility in Wichita Falls, Texas. These plants-manufacture relocatable modular products
and service the local domestic and international markets.

ATCO Structures has a 50% interest in a joint venture with Tecno Fast S.A., a modular manufacturing company
based in Santiago, Chile. Tecno Fast owns and operates a 70,000 square foot manufacturing facility.

ATCO Structures owns and operates a 15,000 square foot manufacturing facility on a three acre site and operates a
leased 16,000 square foot manufacturing facility on a two and a half acre site in Brisbane, Queensland, Australia,
ATCO Structures also owns and operates a 15,000 square foot manufacturing facility on a twe acre site in
Townsville, Queensland,

Although ATCO Structures’ international competitors generally serve regional markets and often are not able to
offer the same capabilities and experience as ATCO Structures, the international market is nevertheless very
competitive and price is often the determining factor in securing contracts,

Noise Management

ATCO Noise Management provides “one-stop” turnkey solutions for industrial noise that may include acoustic
enclosures, buildings, barriers, ventilation systems, combustion air intake and cx}iausg silencers and other noise
abatement components. Registered to the ISO 9001-2000 quality assurance standard, it offers its clients a full range
of services, including noise surveys, regulatory review, engineering design, procurement, construction and post-
construction testing.

_The growing awareness of noise as a pollutant has resulted in 4 more rigorous enforcement of noise abatement by

the National Energy Board in Canada, the Federal Energy Regulatory Commission in the United States, the
European Union Commission and local government bodies,
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ATCO Noise Management’s clients are predominantly from the energy and manufacturing sectors. Typical projects
are acoustic buildings for new compressor stations, retrofitting of existing industrial plants, acoustic buildings,
barriers, and enclosures for power generation facilities, acoustic buildings for gas separation plants, turbine acoustic
inlet and exhaust systems and turbine anti-icing systems.

In 2005, ATCO Noise Management acquired all of the assets of Higgott-Kane Industrial Noise Controls Ltd., a
North American market leader in the supply of custom engineered turbine silencing systems for the power, oil and
gas industries.

Real Estate Operations

ATCO Investments owns ATCO Centre Phase Il at 919 — 11 Avenue S.W., Calgary, containing approximately
132,000 square feet of net rentable-area, of which 100% was occupied as at February 21, 2007.

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta. Net proceeds, after
costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This sale increased
2006 earnings by $11.7 million,

ATCO owns 22 acres of land at the ATCO [ndustrial Park in Calgary.

Canadian Utilities owns commercial real estate in Fort McMurray, Alberta.

BUSINESS RISKS

The business risks section in the Corporation’s Management's Discussion and Analysis (“MD&A™) is hereby
incorporated by reference and is available at www.sedar.com.

GOYERNMENT REGULATION

Under Alberta legislation, owners of public, electric or gas utilities are required to obtain AEUB approval prior to
issuing securities, however through AEUB orders ATCO, CU and CU Inc. are exempt from this requirement,

The utility operations of the Corporation in Alberta (ATCO Gas, ATCO Electric, ATCO Pipelines and CU Water)
are subject to the jurisdiction of the AEUB which, among other things, is vested with broad general powers of
supervision with respect to the construction and operation of electric energy and natural gas facilities within the
Province and broad powers of regulation in respect of rates charged for the delivery of electric energy, natural gas
and walter. '

The regulated operations of the Corporation in the Yukon Territory (YECL) and the Northwest Territories (NUY
and NLD) are subject to regulation similar to that in effect in Alberta by regulatory autherities in those jurisdictions.

The provincial and territorial utility boards regulate and approve customer rates based on anticipated energy
deliveries as well as the revenue required to recover estimated costs of service, including a fair return on rate base,
estimated operating expenses, depreciation and taxes, all in respect of a future test period. Energy deliveries are
based on a forecast of economic and business conditions and, in the case of natural gas distribution utility
operations, normal temperature which is defined as the average temperature for the previous 20 years.

Rate base consists of the depreciated cost of utility assets and an allowance for working capital. Return on rate base
is designed to meet the cost of interest on long term debt and dividends on preferred shares and to provide the
common shareholders with a reasonable opportunity to earn a fair return on their investment. The determination of a
fair return to the common shareholders involves an assessment by the regulator of many factors, including returns on
alternative investment opportunities of comparable risk and the level of return which will enable a utility to attract
the necessary capital to fund its operations.
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Particulars of the most recent final decisions made by the AEUB respecting general rate applications or negotiated
settlements filed by the principal regulated subsidiaries of the Corporation are as follows:

Rate of
Return on Common
Date of Mid-Year Common Equity Ratio
! Year Dccision (1) Rate Base Equity (2) {3)
(% Millions) (%) (%)
ATCO Electric
Transmission............... 2005 Jul. 11/06 786.5 950 @ 33.0 4
2006 Jul. 11/06 849.1 893 {4 33.0 4)
2007 (5) (5 8.51 &)
Distribution ................. 2005 Jul. 11/06 605.0 9.50 4 37.0 {4)
| 2006 Jul. 11/06 673.3 8.93 {4) 37.0 %
2007 (5 (5) 8.51 _ (5
ATCO Pipelines
Nomth ..o 2003 Dec. 02/03 351.8 9.50 43.5
2004 Dec. 02/03 - 3552 9.60 (C))] 43.0 (4)
- SOUth e 2003 Dec. 02/03 144.8 9.50 43.5
2004 Dec. 02/03 147.6 9.60 4) 430 4)
ATCO Gas
North ..o 2005 Dec.28/06 508.9 (6) 9.50 7N 38.0 N
2006 Dec.28/06 532.8 (6) 8.93 N 38.0 (N
2007 Dec.28/06 558.3 (6) B.51 N 380 N
South ..o . 2005 Dec.28/06 559.6 (6) 9.50 (7 38.0 )]
2006 Dec.28/06 5342 (6) 8.93 N 38.0 N
2007 Dec.28/06 550.3 (6) 8.51 ) 38.0 (N
Notes:
(1) The information shown reflects the most recent amending or varying orders issued subsequent to the original

2

()
(4)

{3)

(6)
(7)

date of decision.

Common equity rate of return is the rate of return on the portion of rate base considered to be financed by
COMINOn equity.

The common equity ratio is the percentage of rate base considered to be financed by common eguity.

The rate of return on common equity and common equity ratio was determined by the AEUB's generic cost of i

capital decision dated July 2, 2004. ‘ '

In November 2006, ATCO Electric filed a general tariff application with the AEUB for the 2007 and 2008 test
years. The AEUB has announced that an 8.51% rate of return on common equity, as determined by the AEUB 's
standardized rate of return methodology for wtilities in Alberta, will be applicable 10 any determination of a
2007 revenue requirement for ATCO Electric. The mid-year rate base and common equity ratio will be
determined by the AEUB when it issues its decision on the general tariff application. The rate of return on
common equity for 2008 is yet to be determined by the AEUB.

Amounts shown for mid-year rate base are based on the AEUB 2003, 2006, and 2007 general rate application
compliance decision issued on December 28, 2006.

The common equity ratios for 2005 - 2007 for ATCO Gas were determined by the AEUB's generic cost of
capital decision dated July 2, 2004, The 2005, 2006 and 2007 general rate application decision issued by the
AEUB in January 2006 approved a return on common equity as determined by the AEUB 's standardized rate of
return methodology.
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Generic Cost of Capital

In July 2004, the AEUB issued its generic cost of capital decision. The decision established a standardized approach
for each utility company regulated by the AEUB for determining the rate of return on common equity based upen a
return of 9.60% on common equity. This rate of return will be adjusted annually by 75% of the change in long term
Government of Canada bond yield as forecast in the November Consensus Forecast, adjusted for the average
difference between the 10 year and 30 year Government of Canada bond yields for the month of October as reported
in the National Post. This adjustment mechanism is similar to'the method the National Energy Board uses in
determining its formula based rate of return. The AEUB will undertake a review of this mechanism for the year
2009 or if the rate of return resulting from the formula is less than 7.6% or greater than 11.6%. The AEUB also
noted that any party, at any time, could petition for a review of the adjustment formula if that party can demonstrate
a material change in facts or circumstances. :

The decision also established the capital structure for each utility regulated by the AEUB. The AEUB determined
that any proposed changes to the approved capital structure which result from a material change in the investment
risk of a utility will be addressed at utility specific rate applications.

In November 2004, the AEUB announced a generic return on common equity of 9.50% for 2005 and in November
2005 announced a generic return on common equity of 8.93% for 2006. In January 2006, the AEUB clarified that
the generic return on equity determined in accordance with the generic cost of capital decision should apply to each
year of the test period in the companies’ applications. If no rate applications are filed for a particular year, then
there will be no adjustment to the common equity rate of return for that year. In November 2006, the AEUB
announced a generic return on common equity of 8.51% for 2007.

Electric Utilities Act
Transmission

Under the EUA, separate wholesale tariffs for transmission must be approved by the AEUB. The transmission
tariffs allow any owner of a generating unit to have access to the transmission system in Alberta and thus facilitate
the sale of its power. The same transmission tariff is charged to each distribution utility or customer dlrectly
connected to the transmission system regardless of location.

The equalization of transmission costs is achieved by having each owner of transmission facilities charge its costs to
the Alberta Power Pool. The Alberta Power Pool then aggregates these costs and charges a common transmission
rate 10 all who use the transmission system.

The Alberta Power Pool has developed and approved rules as mandated in the Transmission Regulation enacted by
the Government of Alberta in 2004. These rules direct that new transmission projects will be assipned to the

. Transmission Facility Owners based on the service areas of the distribution companies they have been historically

affiliated with. Ownership of facitities will change al service area boundaries except where, in the opinion of the
Alberta Power Pool, only a small portion of the project is in another service area. All expansions of ‘existing
facilities will be assigned to the existing owner.

Distribution
Under the EUA, separate retail rates for distribution must be approved by the AEUB. Costs of distribution are not
equalized. The distribution utility provides the distribution services for all customers under AEUB approved tariffs
which provide for the recovery of the cost of service, including a fair return on rate base.
Environmental Protection
The Corporation’s operating subsidiaries and the industries in which they operate are subject to extensive federal,
provincial and local environmental protection laws concerning emissions to-the air, discharges to surface and

subsurface waters, land use activities and the handling, manufacturing, processing, use, emission and disposal of
materials and waste products. In Alberta, protection of the environment is generally governed by the Alberta
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Environmental Protection and Enhancement Act. The operating subsidiaries have obtained or are obtaining all
permits and licenses required by law 1o carry on their operations. . ’

The Corporation’s operating subsidiaries are commitied to preserving and protecting the environment and
minimizing the discharge of harmful materials into the environment in accordance with environmental protection
laws and regulations, Nevertheless, some risk of unintentional viclation of environmental protection laws and the
resulting liability to the Corporation’s operating subsidiaries is inherent in particular operations of these subsidiaries,
as it is with other companies engaged in similar businesses. There can be no assurance that material costs and
liabilities will not be incurred. To mitigate these costs, the Corporation carries insurance for the operating
subsidiaries against third party claims for bodily injury and property damage arising from a sudden and accidental
event or occurrence resulting from an unexpected release of pollutants or contaminants.

The Corporation’s operating subsidiaries do not expect that environmental protection laws and regulations will
affect them differently from other companies in the industries in which they operate. Specifically identifiable
expenditures for pollution abatement and control were approximately $27.9 million in 2006 and are estimated to be
$28.2 million in 2007,

The current Federal government favours a made in Canada approach to deal with climate change instead of the
Kyoto Protocol which the previous government had ratified. The Corporation is unable to determine what impact
the Clean Air Act may have on its operations as the Government of Canada has not yet provided industry specific
details for its 2006 Climate Change Plan. While it is not certain, it is anticipated that the Corporation’s PPA’s
relating to its coal-fired generating plants will allow the Corporation to recover any increased costs associated with
the implementation of the Clean Air Act.

DESCRIPTION OF CAPITAL STRUCTURE
Share Capital

The authorized share capital of the Corporation consists of 20,000,000 Preferred Shares issuable in series, 8,000,000
Junior Preferred Shares issuable in series, 100,000,000 Class 1 Shares and 50,000,000 Class II Shares. At February
16, 2007, the Corporation had outstanding:

» one series of Preferred Shares totaling 6,000,000 shares ($150.0 million);

¢ no Junior Preferred Shares;

s 51,514,246 Class | Shares; and

s 6,940,018 Class 1l Shares.

Preferred Shares

The Preferred Shares have preferential rights as to dividends as determined by the Board of Directors and are
issuable from time to time in one or more series with such rights, restrictions, conditions and limitations as may be
determined by the Board of Directors.

One series of Preferred Shares, the 5.75% Cumulative Redeemable Preferred Series 3 (“Series 3 Preferred Shares™),
is currently outstanding. The Series 3 Preferred Shares have, among others, provisions to the following effect:

. (i} On and after December 1, 2008, the Corporation may convert all or any of the Series 3 Preferred Shares
into Class [ Shares. The number of Class I Shares into which each Series 3 Preferred-Share may be
converted will be determined by dividing the applicable redemption price together with all accrued and
unpaid dividends by the greater of $2.00 and 95% of the weighted average trading price of Class | Shares
on the Toronto Stock Exchange for a period of 20 consecutive trading days ending on the fourth day
prior 1o the date specified for conversion,

(i1) On and after December 1, 2011, each Series 3 Preferred Share will be convertible at the option of the
owner, on the first day of March, June, September and December of each year, into that number of Class
I Shares determined by dividing $25.00 together with all accrued and unpaid dividends by the greater of
$2.00 and 95% of the then current market price of the Class I Shares. If an owner of Series'3 Preferred
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Shares elects to convert any of the shares into Class [ Shares, the Corporation may elect to redeem the
Series 3 Preferred Shares for cash or arrange for the sale of such shares to substitute purchasers. At any
time, the Corporation may offer the owners of the Series 3 Preferred Shares the right to convert into a
further series of Preferred Shares.

(ii1} The Series 3 Preferred shares are redeemable at the option of the Corporation commencing on December
1, 2008, at the stated value plus a 4% premium for the next 12 months plus accrued and unpaid
dividends. The redemption premium declines by 2% in each succeeding 12 month period untif
December 1, 2010.

Junior Preferred Shares
The Junior Preferred Shares are issuable from time to time in one or more series with such rights, restrictions,
conditions and limitations as may be determined by the Board of Directors. The Junior Preferred Shares rank in
priority to the Class I Shares and Class II Shares with respect to the payment of dividends and the dlStﬂbl.lthﬂ of
assets upon the liquidation, dissolution or winding up of the Corporation.
Three series of Junior Preferred Shares have been issued to date, all of which have been redeemed and cancelled.

Class I Shares and Class Il Shares

Each Class I share may be converted into one Class I share at any time at the share owner’s option. In the event an
offer to purchase Class 1] shares is made to all owners of Class II shares, and is accepted and taken up by the owners
of a majoerity of such shares pursuant to such offer, and provided an offer is not made to the owners of Class 1 shares
on the same terms and conditions, the Class | shares shall be entitted to the same voting rights as the Class Il shares.
The two classes of shares rank equally in all other respects.

DIVIDENDS

Cash dividends declared during the past three years for all series and classes of preferred and common shares are as
follows:

Year Ended December 31

2006 2005 2004
(3 per share)
Cash dividends declared per share (1): )
5.75% Cumulative Redeemable Preferred Shares, Series 3 ...oovvvevnnnnn, 1.44 1.44 1.44
Class T and Class I SRares .......cccooovievierininvec e st se e 0.82 0.76 0.70 -

It is the policy of the Corporation to pay dividends quarterly on its Class I and Class 11 Shares. In 2006, the
Corporation increased the dividends on Class I and Class 11 Shares by $0.06 per share, the same increase as in 2005,
The Corporation has increased its annual common share dividend each year since 1993, The maiter of an increase in
the quartérly dividend is addressed by the Board of Directors in the first quarter of each year. For the first quarter of
2007, the quarterly dividend payment has been increased by $0.015 to $0.22 per share. The payment of any
dividend is at the discretion of the Board of Directors and depends on the financial condition of the Corporation and
other factors.
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' CREDIT RATINGS |

The current credit ratings on the Corporation’s, CU’s and CU Inc.’s securities are as follows:

DBRS (1) . S&P (2)
ATCO Ltd.: ) ‘ .
) Preferred Shares...........coccvvvvin, SO SRR UUR RN Pfd-2 (low) P-2 (high)
Canadian Utilities Limited: _
Debentures ..o A A-
Commercial paper.:. R-1 (low) A-1 (mid)
PLEfETTEd SRATES :..o..eovveeoereeiseseseeseeseessseeseseresreseseess s sessessseesrresreres Pfd-2(high) P-2 (high}
CU Inc.:
DEBENtUIES ..o e e e e arees "A (high) A
COmMMETCIAl PAPET....c..ociit ittt et s s R-1 (low) A-1 (mid)
Preferred Shares........ e e e e bbb e bn e S Not rated Not rated
Notes:

(1) Dominion Bond Rating Service Limited (“"DBRS") maintains a stable trend on the above securities.

(2) Standard aind Poor’s {“S&P "} maintains a stable trend on the above securities.
Long“'Term Debt Credit Ratings

An A rating by DBRS is the third highest of ten categories. - Long term debt rated A is of satisfactory credit quality.
Protection of interest and principal is substantial with a higher degree of strength than that of B rated entities. A isa
respectable rating. Entities in this category are still considered to be susceptible to adverse economic conditions and
have greater cyclical tendencies than higher-rated securities. “High” and “low” grades may be uséd to indicate the
relative standing of a credit within a particular rating category.

An A rating by S&P is the third highest of eleven categories. Obligations rated A by S&P are somewhat more
susceptible to the adverse effects of changes in circumstances.and economic conditions than obligations in higher-

rated categories, however, the obligor’s capacity to meet its financial commitmeént on the obligations is still strong.

The addition of a plus or minus sign shows relative standing within the rating categories.
Commercial Paper Credit Ratings .

An R-1 (low) rating by DBRS is the third highest of ten categories and is granted to short-term debt of satisfactory
credit quality. The overall strength and outlook for key liquidity, debt, and profitability ratios is mere favourable
than with lower rating categories. Any qualifying negative factors that exist are considered manageable, and the
entity is normally of sufficient size to have some influence in its indi.lstry.

An A-1 (mid) rating by S&P i is the second highest of eight categories in its. Canadian commercial paper ratmgs scale
and is granted where the obligor’s capacity to meet its financial commitment on the obhgahon 1§ strong.

Preferred Share Credit Ratings

A Pfd-2 rating by DBRS is the second highest of six categories granted by DBRS for preferred shares and is granted
to compames presenting satisfactory credit.quality where protection of dividends and principal is still substantial,
but eamings, the balance sheet and coverage ratios are not as strong as Pfd-1 rated companies. - “H:gh” and “low”

grades may be used to indicate the relative standmg of a credit within a pamcular rating category.

A P-2 rating by S&P is the second highest of e:ght categories. S&P uses in its Canadian preferred share rating scale
and is'granted where the obllgor s.capacity to meet its financial commitments is considered adequate, but is more
subject to adverse economic conditions than higher rating categories. “High”,-*mid” and “low” grades may be used
to indicate the relative standing of a credit within a particular rating category.
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Credit Ratings Generally

A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or
withdrawal at any time by the rating organization.

DIRECTORS AND EXECUTIVE OFFICERS

Set out below is information with respect to the directors and officers of the Corporation.

Periods Served

Name, "as & Director of
Province or State and the
Country of Residence Position Principal Occupation Corporation
C.R. Armour Managing Director, Managing Director, ATCO
South Australia, ATCO Group, Group, Australia/Asia/Pacific,
~ Australia Australia’Asia/Pacific ATCO Ltd.
W.L. Britton, Q.C. Director & Vice Vice Chairman of the Board, 1975 to date

(2)(3)
Alberta, Canada

B.P. Collomb
France

D.T. Davis
Alberta, Canada

B.P. Drummond
3@
Quebec, Canada

0.G. Edmondson
Alberta, Canada

B.K. French

(2)(3) (4) (5)
~Alberta, Canada

1.D. Hargrave
Alberta, Canada

E.M. Kiefer (5)
Alberta, Canada

S.W. Kiefer
Alberta, Canada

Chairman of the Board
Director

Vice President, Internal
Audit & Risk
Management

Director

Vice President, Business
Development Finance

Director

. Vice President, Project

Development

Vice President, Human
Resources

Managing Direclor,
Utilities & Chief

" Information Officer

27

ATCO Ltd. and Canadian
Utilities Limited

Chairman, Lafarge S.A.
(building materials company)

Vice President, Internal Audit &
Risk Management, ATCO Ltd.
and Canadian Utilities Limited

Corporate Director

Vice President, Business
Development Finance, ATCO
Ltd. and Canadian Ultilities
Limited

President, Karusel Management
Ltd. (property management and
management consultants)

Vice President, Project
Development, ATCO Ltd. and
Canadian Utilities Limited

Vice President, Human
Resources, ATCO Ltd. and
Canadian Utilities Limited

Managing Director, Utilities &
Chief Information Officer,
ATCO Ltd. and Canadian
Utilittes Limited

1999 to date

1968 to date

1982 to date
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Periods Served

Name, as a Director of
Province or State and the
Country of Residence Position Principal Qccupation Corporation

Rt. Hon. D.F. Director Business Consultant and 1999 10 date
Mazankowski, Corporate Director
P.C.,0Q.C,AOQE,
D.Eng., LL.D.
Albenta, Canada
C.S. McConnetl Treasurer Treasurer, ATCO Ltd. and
Alberta, Canada Canadian Utilities Limited
H.M. Neldner (2)(3) (4) Director Corporate Director 1997 to date
Alberta, Canada
M.M. Shaw Managing Director, Managing Director, Global
Alberta, Canada Global Enterprises Enterprises, ATCO Ltd. and
Canadian Ultilities Limited
N.C. Southemn Director, President & President & Chief Executive 1989 to date
Alberta, Canada Chief Executive Officer Officer, ATCO Ltd. and
Canadian Utilities Limited
R. D. Southemrn, Director & Chairman of Chairman of the Board, ATCO 1963 to date
CBE,C.C., B.Sc., the Board Ltd. and Canadian Utilities
LL.D. (6) Limited
Alberta, Canada :
P. Spruin Corporate Secretary Corporate Secretary, ATCO
Alberta, Canada Ltd. and Canadian Utilities
Limited
L.C. van Wachem, Director - Chairman, Global Crossing 1993 to date

K.B.E.,
The Netherlands

R.H. Walthall
Alberta, Canada

K.M. Watson (5)
Alberta, Canada

S.R. Werth (3)
Alberta, Canada

C.W. Wilson (2) (3) (4)
Colorado, U.S.A.

P.G. Wright
Alberta, Canada

Managing Director,
Power Generation

Senior Vice President &
Chief Financial Officer

Senior Vice President &
Chief Administration
Officer

Lead Director

Vice President, Finance
& Controller

28

Limited {telecom network)

Managing Director, Power
Generation, ATCO Ltd, and
Canadian Utilities Limited

Senior Vice President & Chief
Financial Officer, ATCO Ltd.
and Canadian Utilities Limited

Senior Vice President & Chief
Administration Officer, ATCO
Ltd. and Canadian Utilities
Limited

Corporate Director

Vice President, Finance &
Controller, ATCO Ltd. and
Canadian Utilities Limited

2002 1o date
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Notes:
(1) Each director holds office until the close of the annual meeting of shareholders of the Corporation or until their
successors are elected or appointed.
(2) Member of the Corporate Gévernance — Nomination, Compensation and Succession Committee.
(3) Member of the Audit Committee,
(4) Member of the Risk Review Committee.
(3) Member of the Crisis Management Committee.
(6) R.D. Southern was a director of Canadian Airlines Corporation when it filed for protection under the
Companies ' Creditors Arrangement Act on March 24, 2000.

All of the directors and officers have been engaged for the last five years in the indicated principal occupations, or in
other capacities with the companies or firms referred to, or with affiliates or predecessors thereof, with the exception
of Mr. L.C. van Wachem who was Chairman of the Board, Zurich Financial Services from 2002 to 2005.

SHAREHOLDINGS OF DIRECTORS AND EXECUTIVE OFFICERS

At December 31, 2006, the directors and officers of the Corporation, as a group, beneficially owned, directly or
indirectly (via corporate holdings or otherwise), or exercised control or direction over approximately 82.8% of the
issued and outstanding Class II Shares of the Corporation. In addition, the directors and officers of the Corporation,
as a group, beneficially owned, directly or indirectly (via corporate holdings or otherwise), or exercised control or
direction over approximately 74.7% of the issued and outstanding Class B common shares of Canadian Urtilities
Limited.

AUDIT COMMITTEE
Audit Committee Charter
ATCO Ltd, A;ldit Committee Mandate : '
Purpose

The purpose of this mandate is to establish the terms of reference of the Audit Committee (the “Committee™) of the
Corporation The Committee is appointed by the Board of Directors (the “Board”) of the Corporation. The
Committee is responsible for contributing to the effective stcwardshlp of the Corporation by assisting the Board in
fulfilling its oversight oft

» theintegrity of the Comoration’s financial statements;

o the Corporation’s compliance with applicable legal and regulatory requirements;

+ the independence, qualifications and appointment of the Corporation’s external auditor; and

¢ the performance of the Corporation’s internal audit function and exter_hal auditors,

Composition

The Board shall elect annually from among 1ts members an Audit Commlltee compnsed of not less than 3 directors,
Each member of the Committee must be:
e adirector of the Corporation;
¢ independent {within the meaning of sections 1.4 and 1.5 of Multilateral Instrument 52-110 Audit
Committees); and
» financially literate (within the meaning of section 1.6 of Multilateral Instrument 52-110 Audit Committees).

In order to be considered to be an independent director for the purposes of membership on the Committee, a director

must have been determined by the Board to be independent in accordance with all applicable regulatory
requirements.
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The Board will appoint one member of the Committee as Chairman. Any member of the Commitiee méy be
' removed or replaced at any time by the Board, and a member shall cease to be a member of the Committee upon
| ceasing to be independent. '

Meetings

The Committee shall meet at least four times per year and whenever deemed necessary by the Chairman of the
Committee or at the request of a Committee member or the Corporation’s external or internal auditors. The
Committee Chairman shall prepare and/or approve an agenda in advance of each meeting. Reasonable notification
of meetings, which may be held in person, by telephone or other communication device, shall be sent to the
members of the Committee, the external auditors and any additional attendees as determined by the Chairman. The
external auditor has the right to appear before and be heard at any meeting of the Committee. Upon the request of
‘the external auditor, the Chairman of the Committee shall convene a meeting of the Committee to consider any |
matters which the auditor believes should be brought to the attention of the directors or shareholders of the
Corporation. Meetings will be scheduled to permit timely review of Committee materials. A majority of the
Committee will constitute a quorum. Minutes of each meeting will be prepared by the person designated by the
Committee to act as secretary and will be kept by the Corporate Secretarial Department.

Reporting

The Committee shall report to the Board of the Corporation on such matters and questions relating to the financial
position of the Corporation as the Board may from time to time refer to the Committee. A summary of all meetings
will be provided to the Board by the Committee Chairman. Supporting schedules and information reviewed by the
Committee will be available for examination by any director upon request. The external auditors and the Vice |
President, Internal Audit & Risk Management shall report directly to the Committee. The Committee is expected to
maintain free and open communication with the Corporation’s external auditors, internal auditors and management.
This communication shall include private sessions, at least annually, with each of these parties. |

Responsibilities

The Committee relies on the expertise and knowledge of management, and the internal and external auditers in
L carrying out its oversight responsibilities. Management of the Corporation is responsible for determining that the |
Corporation's financial statements are complete, accurate and in accordance with generally accepted accounting |

principles. The external auditors are responsible for auditing the Corporation’s financial statements. |
. |

The Committee shall have the power to conﬂuct or authorize investigations into any matters within the Committee’s ‘ i
scope of responsibilities. The Committee shall be empowered to retain independent counsel, accountants or other
outside advisors as it determines necessary to permit it to carry out its duties.

The Committee shall: '
e Recommend to the Board:

(a) The external auditors to be nominated for the purpose of preparing or issuing an audit report or !
performing other audit, review or attestation services for the Corporation;

(b) The compensation of the external auditors; and

(c) The approval of the Corporation’s annual financial statements, AIF and MD&A.

* Be directly responsible for overseeing the work of the external auditors engaged for the purpose of
preparing or issuing an audit report or performing other audit, review or attestation services for the
Corporation, including the resolution of disagreements between management and the external auditors
regarding financial reporting.

e Pre-approve all non-audit setvices to be provided to the Corporation or its subsidiaries by the external |
auditors of the Corporation or its subsidiaries. The Committee may delegate to one or more of its members
the authority to grant pre-approvals provided that any pre-approvals so granted are presented in writing to .
the Committee at the next regularly scheduled meeting. The Committee will ensure that relevant policies !
and procedures are in place to manage this process and comply with all applicable regulatory requirements.
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¢ Review the Corporation’s annual and interim financial statements, AIF, MD&A and annual and interim
eamings press releases before this information is publicly disclosed.

¢ Asdelegated by the Board, review and approve the interim financial statements, MD& A and eamings press
releases before this information is publicly disclosed.

e  Be satisfied that adequate procedures are in place for the review of the Corporation’s disclosure of financial
information extracted or derived from the Corporation’s financial statements, and pericdically assess the
adequacy of such procedures. This would include an annual review of the Corporation’s Disclosure Policy.

¢  Establish procedures for:

(a) the receipt, retention and treatment of complaints received by the Corporation regarding accounting,
internal accounting controls, auditing matters, fraud or theft; and

(b) the confidential, anonymous submission by employees of the Corporation of concerns regarding
questionable accounting or auditing matters, fraud or theft..

¢ Ensure the Corporation has implemented appropriate systems of internal control over financial reporting
" and that these systems are operating effectively;

. Ensure the internal audit function has been effectively carried out and the internal auditors have adequate
resources,; '

* Review and approve the Corporation’s hiring policies régarding partners, employees and former partners
and employees of the present and former external auditors of the Corporation;

e Review and reassess annually the adequacy of this mandate and recommend any proposed changes to the
Board for approval.

The members of the-:Committee, for the purpose of performing their duties, have the right to inspect all the books
and records of the Corporation and its subsidiary entities and to discuss such books and records in any manner
relating to the financial position of the Corporation and its subsidiary entities with the officers, employees and
external auditors of the Corporation and its subsidiary entities.

The Committee will inquire into any other matters referred to it by the Board.

Composition of the Audit Committee

The following are members of the Corporation’s Audit Committee. All members are independent and financially

literate:

¢ B.P. Drummond

¢ B.K. French

¢ [ .M. Neldner

e C.W. Wilson '

Relevant Education and Experience

B.P. Drummond Mr. Drummond, a former investment banker, has an MBA and was president of a major
investment dealer. Mr. Drummond has been a director of several public companies and has
served as Chairman of the Investment Dcalers Association of Canada and the Montreal Stock
Exchange. '

B.K. French Mr. French has a Bachelor of Commerce with an Accounting and Finance Major and is a
Chartered Accountant. Mr. French was engaged in public practice for 25 vears.
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H.M. Neldner  Mr. Neldner has a Bachelor of Commerce (Finance). Mr. Neldner held various senior
management positions in accounting and finance including General Accountant, Comptroller,
Vice President Finance and President & CEO with Alberta Government Telephones and Telus
Corporation.

C.W. Wilson Mr. Wilson has an understanding of the accounting principles of the Corporation. In addition,

Mr. Wilson previously supervised a CFO directly for a seven year period as President & CEO of
Shell Canada Ltd.

Reliance on Certain Exemptions

The Corporation did not rely on any exemptions from the Audit Committee requirements of Canadian Securities
Legislation,

Audit Committee Oversight

Since January 1, 2008, all recommendations of the Audit Committee to nominate or compensate an external audltor
were adopted by the Board of Directors.

Pre-Approval Pelicies and Procedures

The Audit Committee and the Board of Directors of the Corporation have adopted a policy for approval of external
auditor services. The policy prohibits the external auditor from providing specified services to the Corporation and
its subsidiaries.

The engagement of the external auditor for a range of services defined in the policy has been pre-approved by the
Audit Committee. If an engagement of the external auditor is contemplated for a particular service that is neither
prohibited nor covered under the range of pre-approved services, such engagement must be pre-approved. The
Audit Committee has delegated the authority to grant such pre-approval to the Chairman of the Audit Committee.

Services providcd by the external auditor are subject to an engagement letter. The policy mandates that the Audit
Committee receive regular reports of all new pre-approved engagements of the external auditor.

External Auditor Service Fees

The aggregate fees incurred by the Corporation and its subsidiaries for professional services provided by
PricewaterhouseCoopers LLP for each of the past two years were as follows:

2006 2005

($Millions )
AUIE (L) oot e e st et e a e ere e s e ns s e m s ne et R et srb et 13 1.7
AUI RELA1EA (2) 1riovireieiierier s ere et eee e e et ere et e e se e bbb s s 0.1 02
TAK {3) et ieireieii st e et sa s bt er st e s s e aera £ aE e eRE R e ab e sae e £ R e r ke R e E R e e R e n et ere R res b bt 0.4 0.4

B 1 - Y P U 2.2 23

Notes:

(1) Audit fees include the aggregate professional fees paid to the external auditor for the audit of the annual
consolidated financial statements and other regulatory audits and filings.

(2) Audit-related fees include the aggregate fees paid to the external auditor for services related to special
purpose audits and the audit services including consultations regarding financial reporting and accounting
standards.

(3) Tax fees include the aggregate fees paid to the external auditor for tax compliance, tax advice, tax planning
and advisory services relating to the preparation of corporate tax, capital tax and sales tax returns.
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MARKETS FOR THE SECURITIES OF THE CORPORATION

" The Corporation’s Class | Shares, Class 1] Shares and Series 3 Preferred Shares are listed on the Toronto Stock

Exchange.

The following table sets forth the high and low prices and the volume of shares traded on the Toronto Stock
Exchange during 2006 for the Corporation’s listed shares,

January.......
February.....
March.........

August........
September ..
October ......
© November ..
December...

Class | Shares

Class 1l Shares

Series 3 Preferred Shares

High Low Volume High Low Yolume High Low Yolume
$ 3 ' b b 3 b

4094 3751 1,406,909 40.77 38.10 3,070 2934  28.56 56,666
3932 3.7 818,590 40.50  36.00 3,265 2923 28.00 146,435
36.99 34:25 2,720,246 3950 35.80 3,575 2858 28.00 22,772
3606 3356 1,053,333 37.00 3434 9,305 2849 2791 35,891
3979 3399 2,328,988 3850 -35.00 3,640 2849 28.20 85,458
3849 33.10 2,628,888 39.00 35.20 1,330 28.40 28.01 401,803
4039 3524 1,138,199 4020 36.10 5,240 28.34 2696 240,615
41.64 3932 1,481,547 41.50 40.18 4,700 2847 27.01 160,140
44.000 4138 1,979,932 43.80 41.00 12,800 2875 27.02 906,818
43.64 4137 1,681,148 4340 41.75 7,624 28.25 2750 388,575
47.44 4050 2,071,977 47.00 4125 3,990 2925 27.84 350,782
51.14 4648 1,192,849 51.00 46,45 5,150 29.0% 2795 133,997

TRANSFER AGENT AND REGISTRAR

The transfer agent and registrar for the Class 1 Shares, Class 11 Shares and Series 3 Preferred Shares is CIBC Mellon

Trust Company at its principal offices in Calgary, Vancouver, Toronto and Montreal.

EXPERTS

PricewaterhouseCoopers LLP has prepared the auditor’s report with respect to the Corporation’s annual financial
statements. PricewaterhouseCoopers LLP is independent in accordance with the auditor’s rules of professional
conduct in Canada.

At December 31, 2006, the Corporation and its joint ventures had the following number of employees:

LHILIGES 1ottt sttt ettt et rae e te s n b ra e sbeeheanrssbe st ensstesh saesmo b shn et sasess seent st essseenbabssasnben b estshensene
Global Enterprises
Power Generation
TIAUSHIIALS .o ettt ettt e e te s e e et e e e e e se e st en b et et e et e st eeree s eseenseenanesamanansansnennntaataareeresaes

Joint Ventures — Global Enterprises
Joint Ventures — Industrials
Joint Ventures — Power Generation

SUD TOAL.. oo e e e b b ettt n e res

EMPLOYEE RELATIONS

Number

3,438
1,619
466
1,556
95

7,174

570

84
186
840

8,014
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Approximately 4,300 employees are members of four employee associations and 13 unions and are covered by 29 -
collective agreements. Four of these agreements have expired and are under re-negotiation and the remaining 25
agreements expire over the period April 30, 2007 to December 31, 2009,

ADDITIONAL INFORMATION -

Additional information, including directors’ and officers’ remuneration, principal holders of the Corporation’s
securities and securities authorized for issuance under equity compensation plans, is contained in the Corporation’s
Management Proxy Circular dated March 2, 2006. Additional financial information is provided in the Corporation’s
comparative financial statements and Management’s Discussion and Analysis for the financial year ended December
31, 2006. -

Information relating to Canadian Utilities Limited or CU Inc. may be obtained upon request from the Corporate
Secretary of the respective corporation at 1400 ATCO Centre, 909 — 11" Avenue S.W., Calgary, Alberta T2R 1N6
(telephone (403) 292-7500 or fax (403) 292-7623). Corporate information is also available on the Corporation’s
website: www.atco.com. Additional information relating to the Corporation may- be found on SEDAR at
www.sedar.com. ' :
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information.

ATCO Ltd.

Management’s Discussion and Analysis

of Financial Condition and.Results of Operations (“MD&A")
For The Year Ended December 31, 2006

The following discussion and analysis of financial condition and results of operations of ATCO Lid. (the
“Corporation™) should be read in conjunction with the Corporation’s unaudited consolidated interim financial
statements for the three months ended December 31, 2006, and-the audited consolidated financial statements
for the year ended December 31, 2006. Additional information relating to the Corporation, mcludmg the
Corporation’s Annual Informatlon Form is available on SEDAR at www.sedar.com.

The equity securities of the Corporation consist of Class 1 Non-Voting Shares (_“Class I shares”) and Class II
Voting Shares ("Class II shares™).

The consclidated financial statements .include the accounts of ATCO Ltd. and all -of its subsidiaries. The
principal subsidiaries are Canadian Utilities Limited (“Canadian Utilities™), of which ATCO Ltd. owns 40.6% of
the Class A non-voting shares and 74.4% of the Class B common shares, for an aggregate ownership of 52.4%,
and ATCO Structures Inc. ("ATCO Structures™), ATCO Noise Management Ltd. ("ATCO Noise Management™} and
ATCO Resources Ltd. ("ATCO Resources”), of which ATCO Ltd. owns 100% of the Class A non-voting and Class
B commeon shares. Canadian Utilities has published its audited consolidated financial-statements and its MD&A
for the year ended December 31, 2006. Copies of these documents may be obtained upon request from the
Corporate Secretary of Canadian Utilities at 1400 ATCO Centre, 509-11" Avenue S.W. Calgary, Alberta T2R
IN6 (telephone (403) 292-7500 or fax (403) 292-7623).
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FORWARD-LOOKING INFORMATION

Certain statements contained in this MD&A constitute forward-looking statements. Forward-looking statements
are often, but not always, identified by the use of words such as “anticipate”, “plan”, “estimate”, “expect”,
“may”, “will", “intend”, “should”, and similar expressions. These statements involve known and unknown risks,
_uncertainties and other factors that may cause actual results or events to differ materially from those
anticipated in such forward-looking statements. The Corporation believes that the expectations refiected in the
forward-looking statements are reasonable, but no assurance can be given that these expectations will prove to
be correct and such forward-looking statements should not be unduly relied upon.

In particular, this MDBA contains forward-looking statements pertaining to contractual obligations, planned
capital expenditures, the impact of changes in government regulation, non-regulated generating capacity
subject to long term contracts and Industrials segment market developments. The Corporation’s actual results
could differ materially from those anticipated in these forward-looking statements as a result of regulatory
decisions, competitive factors in-the industries in which -the Corporation operates, prevailing economic
conditions, and other factors, many of which are beyond the control of the Corporation.

NON-GAAP FINANCIAL MEASURES

In this MD&A, reference is made to funds generated by operations, which Is a measura that does not have a
standardized meaning under Canadian Generally Accepted Accounting Principles ("GAAP™). Funds generated by
operations is calculated on the Corporation’s consolidated statement of cash flows from operating activities
before changes in non-cash working capital. In the Corporation’s opinion, funds generated by operations is a
significant performance indicator of the Corporation’s ability to generate cash flow to fund its capital
expenditures. - . - ’

CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

As of December 31, 2006, the Corporation’s management evaluated the effectiveness of the design and
operation of its disclosure controls and procedures ("Disclosure Controls”) as defined under rules adopted by
the Canadian Securities Administrators. This evaluation was performed under the supervision of, and with the
participation of, the Chief Executive Officer ("CEQ") and the Chief Financial Officer ("CFO").

Disclosure Controls are procedures designed to ensure that information required to be disclosed in documents
filed with securities regulatory authorities is recorded, processed, summarized and reported on a. timely basis,
and is accumulated and communicated to the Corporation’s management, including the CEO and the CFQ, as
appropriate, to allow timely decisions regarding required disclosure.

The Corporation’s management, including the CEQ and the CFO, does not expect that the Corporation's'
Disclosure Controls will prevent or detect all error and all fraud. - The inherent limitations in all contro! systems
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are such that they can provide only reasonable, not absolute, assurance that all control issues and instances of
fraud or error, if any, within the Corporation have been detected.

Based on the evaluation of Disclosure Controls, the CEO and the CFO have concluded that, subject to the
inherent limitations noted above, the Corporation’s Disclosure Controls are effective in providing reasonable
assurance that material information relating to the Corporation and its consolidated subsidiaries is made known
to the Corporation’s management.

Internal Control Over Financial Reporting

As of December 31, 2006, management of the Corporation is responsible for evaluating the design of internal
control over financial reporting (“Internal Control Over Financial Reporting™), as defined under rules adopted by
the Canadian Securities Administrators. This evaluation was performed under the supervision of, and with the
participation of, the CEO and the CFO. The Corporation’s internal control over financial reporting is designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for externa! purposes in accordance with generally accepted accounting principles. .

Internal control over financial reporting, no matter how well designed, has inherent limitations. Therefore,
internal contral over financial reporting can provide only reascnable assurance with respect to financial
statement preparation and may not prevent or detect all misstatements.

There were no changes in the Corporation’s internal controls over financial reporting that have occurred during
the three months ended December 31, 2006, that have materially affected, or are reasonably likely to
materially affect, the Corporation’s intemal control over financial reporting.

BUSINESS OF THE CORPORATION

The Corporation’s financial statements are consolidated from three. Business Groups: Utilities, Power

Generation and Global Enterprises. For the purposes of financial disclosure, industrial transactions (ATCO

Structures and ATCO Noise Management) are accounted for as Industrials and corporate transactions {including

commercial real estate transactions) are accounted for as Corporate and Other (refer to Note 24 to the

consolidated financial statements for the year ended December 31, 2006). Transactions between Business
Groups are eliminated in all reporting of the Corporation’s conselidated financial information.

In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power
Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of
. segmentation. On August 1, 2006, the Corporation sold its 50% equity interest in Genics Inc., which was part
of the Global Enterprises Business Group.

STRATEGIC ALTERNATIVES FOR MIDSTREAM ASSETS

Cn November 24, 2006, the Corporation announced that its Board of Directors had completed its review of the
strategic alternatives available for its gas gathering and processing and natural gas liquids midstream business
and reached a decision to retain the business under the Corporation’s current structure. The strategic review,
commenced in May 2006, was conducted by the Board of Directors in conjunction with the -Corporation’s
management and legal and financial advisors. The review involved the evaluation of a number of alternatives,
including reorganization into a business trust or newly-created company or a'sale to a third party.

SALE OF PROPERTY

On March 15, 2006, the Corporation completed the sale of 'land in downtown Calgary, Alberta ("Sale of
Property™). Net proceeds, after costs of disposition, resulted in-a gain of $14.3 million before income taxes of
$2.6 million. This sale increased 2006 earnings by $11.7 million.
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TXU EUROPE SETTLEMENT

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited ("TXU Europe”) for breach of its contract to purchase 27.5% of the power produced by the
1,000 megawatt Barking generating plant, in which the Corporation owns a 25.5% equity interest. In 2005, the
Corporation received $83.1 million as its share of the partial settlement of the claim for damages related to TXU
Europe’s breach of this contract. An-additional payment of $16.6 million was received on January 19, 2006 and
a final installment of approximately $1.6 million was received on July 20, 2006. The settlement is expected to
generate earnings after income taxes and non-controlling interests of approximately $35 million, based on
foreign currency exchange rates in effect on March 30, 2005, which will be recognized over the remaining term
of the TXU Europe contract from October 1, 2004, to September 30, 2010, at approximately $5.5 million per
year. These earnings will be dependent upon the foreign currency exchange rates in effect at the time the
earnings are recognized. For a description of the settlement, refer to Note 6 to the consolidated financial
statements for the year ended December 31, 2006.

H.R. MILNER INCOME TAX REASSESSMENT

In 2006, the Canada Revenue Agency ("CRA") issued a reassessment for Alberta Power (2000)’s 2001 taxation
year. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner generating plant to
the Alberta Batancing Pool as income rather than as a sale of an asset. The Corporation has made submissions
to the CRA opposing the CRA's position. The impact of the reassessment is a $12.4 million increase in interest
and income tax expense, a $6.4 million decrease in earnings after non-controlling interests and a $28.8 million
payment associated with the tax and interest assessed. It is expected that $16.4 million of this cash payment
will be recovered by reducing income taxes payable through higher capital cost allowance claims. Due to the
uncertainty as to whether the reassessment will ultimately be resolved in the Corporation's favour, the
Corporation reduced earnings by $6.4 million in 2006.

RECENT CHANGES IN INCOME TAXES AND RATES -

Federal and provincial governments have recently announced a number of changes to income taxes and rates.

- As these changes are considered to have been substantively enacted, the Corporation made an adjustment to
income taxes amounting to $14.9 million in the second quarter of 2006, most of which relates to future income
taxes. The adjustment increased 2006 earnings by $9.3 million after non-controlling interests, of which $1.0
million relates to the Utilities Business Group, $5.0 million to the Power Generation Business Group, $1.2 million
to the Global Enterprises Business Group, $2.4 million to the Industrials segment, and $(0.3) million to
Corporate and Other.
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SELECTED ANNUAL AND QUARTERLY INFORMATION

[T ey ey

%7Forthe Three Months Ended s 5 <24 Year
~ 5 LR 4 Ended
(% Millions except per share data) Dec. 31
2006 (1) (2) .
Revenues (3) (4) v icnnieensienec e sssnneees s . 2,860.9
Earnings attributable to Class I and i
- CIass I1 ShAres (5) ..coriiinnnrinemsnisisssnsssssinst - 207.0
Earnings per Class I and Class II share (5)..........c..... ! 3.48
Diluted earnings per Class I and Class II share {5}...." .- 3.45
2005 (1) (2)
Revenues (3) (4) 2,859.6
Earnings attributable to Class I and Class II shares ... 145.0
Earnings per Class I and Class Il share............ceevevnes o . .44 "5 o O 2.49
Diluted earnings per Class I and Class II share.......... ;) 0.47 .043.. " 0086 2.46
2004 (1) (2) S e S
REVENUES (4} ..o I L e i, 3,271.0
Earnings attributable to Class I and Ll PR R : s
Class 11 shares (B) ...ccocrrrreeriieerniinisseninnrrreenerenrens 159.4
Earnings per Class I and Class II share (6)................ : 2.68
Diluted earnings per Class I and Class II share{6) ..... 2.65

Notes:

(1) There were no discontinued operations or extraordinary items during these periods. ‘

(2) Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta and the timing of rate decisions,
revenues and earnings for any quarter are not necessarily indicative of operations on an annual basis.

(3) Reduced recoveries of natural gas costs in revenues in 2006 and 2005 as ATCO Gas ceased sefling natural gas from its natural gas
storage facilities on March 31, 2005, in accordance with Alberta Energy and Utilities Board directives. )

(4) Prior to the Transfer of the Retad Energy Supply Businesses on May 4, 2004, the cost of natural gas and electricty purchased for
ATCO Gas’ and ATCO Electric’s customners was included in revenues. As ATCO Gas and ATCO Electric no longer purchase natural gas
and electricity for their customers, revenues since May 4, 2004, have decreased accorgingly.

(5) Includes eéarnings of $11.7 miliion (50 20 per share) from the Sale of Property for the three monrhs ended March 31, 2006 (refer to
Sale of Property section).

(6) Indludes earnings of $28.5 miliion, eamings per share of $0.48 and diluted earnings per share of $0.497 on the Transfer of D‘fe Retaif
Energy Supply Businesses for the year ended December 31, 2004.

(7) The above data has been extracred from the financial statements which have been prepared in accordance with Canadian general!y
accepted accounting prmaples and the reporting currency is the Canadian dollar,

Year Ended December 31

2006 2005 2004

(% Millions except per share data)

" Cash dividends declared per share:

5.75% Cumulative Redeemable Preferred Shares, Series 3...vvvvvvvrieeniieirnnininnnrenins 1.44 1.44 1.44

Class I @8nd I Shares .......occvieeeiniiniee i s s rae s e ar s s ae s s br e s s s e nnees 0.82 0.76 0.70
Total assets........ 7,698.5 7,463.5 7,193.9
Long term debt X 2,458.8 2,273.5 2,215.3
Non-recourse long term debt........cccconicniiiniiiniinennnncn, 749.0 804.3 899.7
Preferred Shares ........coocvimieeiieeenin s ceeeeeeeeeee e 150.0 150.0 150.0
Class I and Class II share owners’ equity 1,432.1 1,331.1 1,244.6

Notes:
(1} The above data has been extracted from the financial statements which have been prepared in accordance with Canadian generally
aceepted accounting principles and the reporting currency is the Canadian doliar.
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RESULTS OF OPERATIONS

The principal factors that caused variations in revenues over the eight most recently completed quarters were:

« reduced recoveries of natural gas costs in, revenues in 2006 as ATCO Gas ceased selling natural gas
from its natural gas storage facilities on March 31, 2005, in accordance with Alberta Energy and Utilities

. Board ("AEUB") directives;

+ fluctuations in temperatures (refer to the Utilities section);

s timing of rate decisions {refer to the Utilities and Regulatory Matters sections);

+ availability of generating plants in ATCO Power, ATCO Resources and Alberta Power (2000) (refer to
the Power Generation section);

¢ fluctuations in electricity and natural gas prices (refer to the Power Generation section};

» changes in market conditions in natural gas liquids and storage operations (refer to the Global
Enterprises section); and

. changes in market conditions in workforce housing and space rentals operations (refer to the
Industrials section).

The principal factors that caused variations in earnings over the eight most recently completed quarters were:

« fluctuations in temperatures (refer to the Utilities section);

» timing of rate decisions (refer to the Utilities and Regulatory Matters sections);

o fluctuations in electricity prices and related spark spreads in Alberta and the United Kingdem ("U.K."}
(refer to the Power Generation section);

¢ the TXU Europe Settlement (refer to TXU Europe Settlement section};

« H.R. Milner income tax reassessment (refer to H.R. Milner Income Tax Reassessment section);

o availability of generating plants in ATCO Power, ATCO Resources and Aiberta Power (2000) (refer to
the Power Generation section);

e. changes in market conditions in natural gas. liquids and storage operations (refer to the Global
Enterprises section);

* changes in market conditions in workforce housing and space rentals operations (refer to the
Industrials section);

+ sale of property (refer to Sale of Property section);

« recent changes in income taxes and rates. (refer to Recent Changes in Income Taxes and Rates
section); and

. changes in share appreciation rights expense due to changes in Canadian Utilities Limited Class A
non-voting share and ATCO Ltd. Class I share prices (refer to Corporate and Other section).

Consolidated Operations

_____ e alins i, ek et g s

Revenues for: the three months HW'TWW’ nber" 006 . mcreased
prlmanly ‘dué. to - R R ,

it

in . pt o I
e hlgher avallablllty (due to a. planned outage in’ 2005), lmproved merchant performance and hlgher
P -j‘ natural gas fuel purchases recovered on a “no-margm" basns in ATCO Powers U K. operatrons and

e cotder temperatures in ATCO'Gas. i -~ ~.i 77 - L0 L n :
“This | mcrease was partially offset by e L e : v : AR
. :.-Iower recovery- of. natural gas. costs in revenues due to customers supplylng shrlnkage gas in ethane

o extractlon operatlons in: ATCO Mldstream v

4

o Mldstream and et S e W e
e lower franchlse fees coIIected by ATCO Gas on behalf oﬁcmes and mumcupalltles BRI R

Revenues for the year ended December 31, 2006, increased by $1.3 million to $2,860.9 million, primarily
due to:

s increased business activity in ATCO Structures and ATCO Noise Management;

» improved merchant performance, higher natural gas fue! purchases recovered on a “no-margin” basis,
| and higher availability (due to a planned outage in 2005) in ATCO Power's U.K. operations;
' « higher storage revenues due to higher capacity leased, and the timing and demand of storage capacity

sold, by ATCO Midstream; and
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» higher customer rates for ATCO Electric (refer to Regulatory Matters — ATCO Electric section). The
impact of the ATCO Electric GTA Decision on 2006 was positive as ATCO Electric had lower customer
rates during 2005.

This increase was partially offset by:

» reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas
from its natural gas storage facilities on March 31, 2005, in accordance with AEUB directives;

o lower recovery of natural gas costs in revenues due to customers supplying shrinkage gas in ethane
extraction operations in ATCO Midstream;

e lower volumes of natural gas purchased and resold for natural gas liguids extraction in ATCO
Midstream;

» lower business activity in ATCO Fronteg; and

« impact of lower U.K. and Australia exchange rates on conversion of revenues to Canadian dollars in
ATCO Power.

'Earnlngs attributable to'Class’ I7and Class IT ‘shares for:‘the three ‘months ended December 31 20-_3
: mcreased by $3.8 million. ($0.08 per share) to.$56.0 mllllon ($0 95 per share), prlmarlly due to | S
"« increased business activity in ATCO. Structures A
s, higher. earnings in ATCO Power’s and ATCO Resources Alberta generatmg plants due -to hlgher spark
spreads realized on sales of electncrty in the Alberta market and. L .
» colder temperatures in ATCO Gas. _ ,
This increase was partially offset by:
. _mcreased ‘share apprecrahon rights expense due to- changes in Canadran Utllrtres leated Class A non-:
. .voting share and ATCO Ltd. Class I share prices since September 30, 2006,,
s - higher malntenance expenses due to a planned outage in 2006 at Alberta Power (2000) S Battle Rlver
.. generating plant; and, " N S -
© e ~'a settlemient with @ suppller was recorded ln the fourth quarter of 2005 for damages due to eqmpment
. defects in ATCO Power's U.K. operat:ons B SN

?

——— b mm e e e s

Earnings attributable to Class I and Class II shares for the uear ended December 31, 2006, including
the $11.7 million after tax gain on the Sale of Property, increased by $58.0 million ($0.99 per share) to $207.0
million ($3.48 per share).

Earnings attributable to Class I and Class II shares for the year ended December 31, 2006, excluding
the $11.7 million after tax gain on the Sale of Property, increased by $46.3 million ($0.79 per share) to $195.3
million ($3.28 per share), primarily due to:
s increased business activity in ATCO Structures and ATCO Noise Management;
» higher earnings in ATCO Power's and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market;
» higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased,
and the timing and demand of storage capacity sold by ATCO Midstream; and
» $9.3 million adjustment in the second quarter of 2006 to reflect recent tax changes (refer to Recent
Changes in Income Taxes and Rates section).
~ This increase was partially offset by:
+ H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section); and
« a 2005 AEUB decision adjusting the 2001 and 2002 revenue requirements for changes in future income
taxes recorded in ATCO Electric (refer to Regulatory Matters — ATCO Electric section).

Return on common equity was 15.0% in 2006.

Operatmg expenses (consrstmg of natural gas supply, purchased power, operatlon and maintenance, sellmg

and administrative and franchise fee costs) for the three months ended Decernber 31 2006 mcreased by
'$14.8 million to $497.8 million, primarily due to: - : L

e increased business actlwty in ATCO Structures and ATCO Norse Management and :

s higher maintenance expenses due to a planned outage |n 2006 .at Alberta Power (2000) S Batde Rrver

generating plant. . . : e Cae . ,

This increase was partially offset by: . * . P BT 5. R TR

e lower costs for natural gas Ilqurds extract|on |n ATCO Mldstream e e el D

U SR N APV - o U UG I

'\-.
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Operating expenses for the year ended December 31, 2006, decreased by $101.7 million to $1,729.2
million, primarily due to:
+ reduced natural gas supply costs in 2006 as ATCO Gas ceased selling natural gas from its natural gas
storage facilities on March 31, 2005, in accordance with AEUB directives; and
» lower volumes of natural gas purchased for natural gas liquids extraction in ATCO Midstream.
This decrease was partially offset by:
s increased business activity in ATCO Structures and ATCO Noise Management.

Depreciation and amortization expenses for the three months ended December 31, 2006, mcreased by
$12.9 million to $105.8 million, primarily due to:
+ capital additions in 2006 and 2005.

Depreciation and amortization expenses for the year ended December 31, 2006, increased by $40.7
million to $378.6 million, primarily due to:
» capital additions in 2006 and 2005.
Interest expense for the three months ended December 31 2006 mcreased by $4 0 mrlllon to $58 2.mi mr!llon,;
prlmarlly dueto: . - - e 1 S AT

1‘ lnterest on new' fi nancungs |ssued |n‘2006 and 2005 to fund capltal expendttures |n Utllrtles operat:ons
ThIS mcrease was.partially offset by: =" - 7 B TV T N e - EER 2
- repayment:of non-recourse. fnanc1ngs in: 2006 and 2005 SRR e e e .

Interest expense for the year ended December 31, 2006, increased by $13.2 million to $236.4 million,
primarily due to:

+ H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section); and

s interest on new financings issued in 2006 and 2005 to fund capital expenditures in Utilities operations.
This increase was partially offset by:

» repayment of non-recourse financings in 2006 and 2005.

Interest and other mcome fqr the three months ended December 31 2006 mcreased by $8 2 ma!lron to;
1$20. 3 m|II|on ‘primarily - due. tor . o i !

P ~"higher short term interest rates.on cash balances L L’ .' e

Interest and other income for the year ended December 31, 2006, increased by $22.8 million to $64.7
million, primarily due to:

« Calgary Stores Block Decision (refer to Regulatory Matters — ATCO Gas section); and

« higher short term interest rates on larger cash balances.

Income taxes for the three months ended December 31 2006, decreased by $11 0 million to $53.2 m|II|on
primarily due to: - e Lt “ S : & -

_ e lower tax rates. v Lo )
Income taxes for the year ended December 31, 2006, including the $2.6 million in income taxes resulting
from the Sale of Property, increased by $1.0 million to $188.7 million.

Income taxes for the year ended December 31, 2006, excluding the $2.6 million in income taxes resulting
from the Sale of Property, decreased by $1.6 million to $186.1 million, primarily due to:
©« adjustment to reflect recent tax changes (refer to Recent Changes in Income Taxes and Rates section).
This decrease was partially offset by:
¢ higher earnings; and
¢ HR. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section).

The -interests of- non- controlling- share owners for the three months ended December 31, 2008,
rincreased by $4.6- million to $56.6 million, primarily due to e _
_.,.» higher earn:ngs in Canadian Utiities. - ST
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The interests of non-controlling share owners for the year ended December 31, 2006, increased by
$27.2 million to $191.4 million, primarily due to:
» higher earnings in Canadian Utilities.

R

Segmented Information

Segmented revenues for the three months and the year ended December 31, 2006, were as follows:

I* ‘For the Three Months i For the Year Ended
1% ¢ Ended. : { December 31
e December 31 :
($ Millions) b a" 20067 200530 2006 2005
e (unaudlted)#" Led
UGS (1) verrerernererrnrerensnsenens e ar s e i ; j 1,110.8 1,195.9
Power Generation (2)........cvuevimeinimimnninens s .1 2458+, 7 2289 - 856.4 824.8
Global ENLEFPrSES (2)..vev v vt e mieresssssiss st srersisestasesinssnsns s m7173.9.7° 777199, 667.2 679.0
INAUSETIBIS .1 evveeeecet et cee et et e et et e s s seb e s b et ae e ebesnas e sanras ' o ' 379.4 295.1
Corporate and Other .........ccoeoveruenes ORISR - s 17.7 16.9
Intersegment eliminations .. ... . .rvesreivrrsirrieeereeearee e caisi e ‘- (51, 4) - (43 5) (170.6) {152.1)
TOUAL .....o0oooeoeeeereseeereseemmmeeeems eecereeeensesereeeeees oreeseseesaseressereessereree 8094, 788.5.. 28609 2,859.6
Notes,

(1} Reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from its natural gas storage
faciiities on March 31, 2005, in accordance with AEUB directives.

(2} In 2005, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power Generation Business Group.
2005 segmented figures have been reclassified to conform to the current basis of segmentation.

Segmented earnings attributable to Class I and Class II shares for the three. months and the year
ended December 31, 2006, were as follows:

For the Year
Ended
. . ¥ Sri December 31 December 31
($ Millions) ¥ou 2006#-—. S 2005 2006 2005
: (unaudlted)
UHHEIES ... cvve v eeeeeeeecemr s ece s ceeeceee s sece e s eeee st saens st s st ssssanns s K 63.1 54.9
Power GENETAtIoN (1) ...iciieeieieiiiesseeseeeteeseeseeisseeseste e resse s e e beseeans I’ 73.6 58.1
Global Enterprises (1)....cccoveriverveviciean, et reaereeaeeeaeyeeraennenneeaneaen an : 52.7 40.7
Industrials ......coovernieeiinenn. : 42 5 24.1 15.9
Corporate and Other (2)... fogy 3) (3.0) (20.1}
Intersegment eliminations .......ccoecicriiiiiieiiiiciiiierrecerieeereeenrerersnesrnncses §oriy : (3.5} {0.5)
LI 1= P P PP L },‘TSG 0 tane 207.0 149.0
Notes:

(1} In 2008, ASHCOR Tea‘mologies was transferred from the Global Enterprises Business Group to the Pawer Generation Business Group.
2005 segmented figures have been reciassified to conform to the current basis of segmentation.

(2} The earnings for the year ended December 31, 2006, mc/udes earnings of $11.7 milion ($0.20 per share) from the Sale of Property
(refer to Safe of Property section).

Utilities

gy [
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Thlsmcreasewaspartlallyoffsetby T Tt TR T T e
~ lower franchise fees collected by ATCO. Gas on. behalf - of. crtles and munlc:palltles L

PO S N PSR S

Temperatures iR’ ATCO Gas for ‘the’ e three months ended December 315 2006 wereﬂ5 2% colder than normal'
Lc0mpared to 1471% warmer.| than normai for the correspondlng penod in. 2005 I D R L S
Revenues for the year ended December 31, 2006, decreased. by $85.1 million to $1,110.8 million, primarily
due to: _

» reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas
from its natural gas storage facilities on March 31, 2005, in accordance with AEUB directives; and

« lower income taxes recovered from ATCO Electric’s customers on a flow through basis, reflecting lower
income tax rates in 2006.

This decrease was partially offset by:

+ higher customer rates for ATCO Electric (refer to Regulatory Matters - ATCO Electric section). The

* impact of the ATCO Electric GTA DeC|5|on on 2006 was positive as ATCO Electric had lower customer
rates during 2005; and

+ customer growth in ATCO Gas,

‘Temperatures in ATCO Gas in 2006 were 5.5% warmer than normal, compared to 7.8% warmer than normal in
2005.

fEarnlngs_for the.three months ended December 31 2006 mcreased by $5 9'm||||0n to. $22 8
rdueto:«® v ; L 0 R 2

e 2 colderltemperaturesm ATCO Gas
..Thls tncrease was.partially offset by T s
Love Iower sales: per. customer in: ATCO Gas."

Earnings for the year ended December 31, 2006, increased by $8.2 million to $63.1 million , primarily due
to:
» customer growth in ATCO Gas;
» Calgary Stares Block Decision and Red Deer Operating Centre Decision (refer to Regulatory Matters —
ATCO Gas section); and ‘
. colder temperatures in ATCO Gas.
This increase was partially offset by:
» & 2005 AEUB decision adjusting the 2001 and 2002 revenue requrrements for changes in future income
taxes recorded in ATCO Electric (refer to Regulatory Matters — ATCO Electric section); and
» lower sales per customer in ATCO Gas..

Operating expenses for the year ended December 31, 2006 decreased by $115 5 million to $601.4 million,
primarily due to: .
e reduced natural gas supply costs in 2006 as ATCO Gas ceased selllng natural gas from its natural gas
storage facilities on March 31, 2005, in accordance with AEUB directives.

Power Generation

Revenues from the Power Generatlon Busmess Group for theythreejrnonths ended December 31 2006 ;
rlncreased by $17 0 mlllron to $245 9 mllllon prlmanly due to; & R - 5

: r‘ - 3
v natural gas “fuel purchases recovered on a “no margm ba5|s'|n ATCO Powers U I( operat|ons ;".;_»- s
Th|s mcrease was' partially offset by:. -+~ | .73, A %4 ‘ "’“""“g
. Iower Power Purchase Arrangement G PPA") tarlffs due to decllnlng rate bases at Alberta Power (2000) st
generatmg plants’ and a,decline-in the return’ on: common equity rate (2006 8 75%, 2005 - 9 49%)

““that is based on long-term Government of Canada bond yields plus 4.5%. -
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Revenues for the year ended December 31, 2006, increased by $31.6 million to $856.4 million, primarity due
to: .
» improved merchant performance, higher natural gas fuel purchases recovered on a “no-margin” basis,
and higher availability (due to a planned outage in 2005) in ATCO Power’s U.K. operations; and
» higher revenues in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher Alberta
Power Pool prices.
This increase was partially offset by:
» impact of lower U.K. and Australia exchange rates on conversion of revenues to Canadian dollars in
ATCO Power; and
« lower PPA tariffs due to declining rate bases at Alberta Power (2000)’s generating plants and a decline
in the return on common equity rate {2006 - 8.75%, 2005 — 9.49%) that is based con long term
Government of Canada bond yields plus 4.5%.

fEarmngs Tor the three months ended December. 31, 2006 ‘increased: by $2.3 m|II|on o $24 5 mrlllon primarily
‘due to:
e hlgher earnlngs in ATCO Powers and ATCO Resources Alberta generatmg p!ants due.to higher spark
spreads realized on sales of electricity in the Alberta market; and .
» improved merchant performance and- hlgher avallabllrty (due to; a- planned outage in 2005) in ATCO
Power's U.K. operations. : .
This increase was partially offset'by: Lo C c ‘
. hlgher ‘maintenance- -expenses due to a planned outage |n 2006 at Alberta Power (2000)5 Battle Rlver
generatlng plant; and _
j < -‘ -a settlement with a. suppller was recorded |n the fourth quarter of 2005 for damages due to eqmpment
i defectstin ATCO Power’s U.K. operations. . = & oo w -0 IR L

1

!
]

Lt i

{’Aiberta Power Pool etectnmty prlces forfthe three ‘months - ended December. 31, 2006, averaged "$116.81 p per-
; megawatt hour compared to average. prlces of $117 07 per megawatt hour for-the corresponding period in:
12005, "'Natural- gas . prices’ for the three -months ended December 31, 2006, averaged $6.55 per gigajoule, .

.:compared to"average prices of $10.77 per. g|ga]oule for the correspondmg penod |n 2005. The consequence of

-these changes in electricity and natural gas prices was an average spark spread of $67.66 per megawatt hour:

for the three months ended December 31, 2006, compared to $36 31 per megawatt hour for.the corresponding
peried in 2005.-

Spark spread is related to the difference between Alberta Power Pool electricity prices and the marginal cost of
producing electricity from natural gas. These spark spreads are based on an approximate industry heat rate of
7.5 gigajoules per megawatt hour.

Changes in spark spread affect the results of approximately 476 megawatts of plant capacity owned in Alberta
by ATCO Power, ATCO Resources and Alberta Power (2000) out of a total Alberta owned capacity of
approximately 1,846 megawatts and a worldwide owned capacity of approximately 2,695 megawatts.

On January 1, 2006, the Alberta Balancing Pool announced the sale of its interest in the PPA for Alberta Power
(2000)'s Sheerness generating plant to TransCanada Energy Ltd. On May 8, 2006, EPCOR Utilities Inc.
announced the sale of its interest in the PPA for Alberta Power (2000)'s Battle River generating plant to ENMAX
Corporation. These sales are not expected to have a material impact on the Corporation’s operations or
earnings.

Alberta Power (2000) continued to operate the Rainbow generating plant during 2006 and the electricity
generated was sold to the Alberta Power Pool. Alberta Power (2000) had one year after the expiry of the PPA
for the Rainbow generating plant {December 31, 2005) to determine whether to decommission the plant in
order to fully recover plant decommissioning costs or to continue to operate the plant. The Alberta Electric
System Operator ("AESO") and Alberta Power (2000) are currently negotiating a contract that, if executed, will
result in Alberta Power (2000) continuing to operate the plant and be responsible for future decommissioning
costs. Alberta Power (2000) has filed an application with the AEUB to decommission the plant and thereby
preserve Alberta Power (2000)’s rights to fully recover plant decommissioning costs in the event negotiations
with the AESO are unsuccessful.
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Earnings for the vear ended December 31, 2006, increased by $15.5 million to $73.6 million, primarily due
to:
= higher earnings in ATCO Power’'s and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market;
¢ improved merchant performance and higher availability (due to a planned outage in 2005) in ATCO
Power's U.K. operations; and
e $5.0 million adjustment in the second quarter of 2006 for ATCO Power and ATCO Resources to reflect
recent tax changes (refer to Recent Changes in Income Taxes and Rates section).
This increase was partially offset by:
* H.R. Milner Income Tax Reassessment {refer to H.R. Milner Income Tax Reassessment section); and
+ |ower PPA tariffs due to declining rate bases at Alberta Power (2000)'s generating plants and a decline
in the return on common equity rate (2006 — 8.75%, 2005 - 9.49%) that is based on long term
Government of Canada bond yields plus 4.5%.

Alberta Power Pool electricity prices in 2006, averaged $80.79 per megawatt hour, compared to average prices
of $70.36 per megawatt hour in 2005. Natural gas prices in 2006, averaged $6.17 per gigajoule, compared to
average prices of $8.27 per gigajoule in 2005. The cansequence of these changes in electricity and natural gas
prices was an average spark spread of $34.52 per megawatt hour in 2006, compared to $8.32 per megawatt
hour in 2005.

Operating expenses for the year ended December 31, 2006, increased by $3.5 million to $455.7 million,
primarily due to:
» higher fuel costs due to the expiry in December 2005 of the PPA for Alberta Power (2000)'s Rainbow
generating plant. Fuel costs were the responsibility of the PPA counterparty.

At December 31, 2006, all of ATCO Power's and ATCO Resources’ non-regulated independent generating plants
were in service.

'Durlng the three months ended December 31; 2006, Alberta Power. (2000)’s deferred avaﬂabrlrty mcentlve
account decreased by $41 0 m:llron 10°$39.6. mtlllon The decrease-was» »due to avallabllrty penalties paid
]assoqated W|th ‘the: planned outage in;: 2006 for Alberta Power (2000)5* Battle Rlver :generating plant Wthh]
loccurred during a perlod of high Alberta Power Pool electncrty prrces as well-as: ‘normai amortrzatlon ‘During the;
ithree months ended December 31; 2006 "the " amortization of deferred avarlablllty lncentwes, recorded .in’
‘revenues, was_ unchanged at $2.7 mlllion as’compared.to_the same period.in 2005:., e e
During the year ended December 31, 2006, Alberta Power (2000)'s deferred availability incentive account

decreased by $20.1 million to $39.6 million. The decrease was due to additional availability penalties paid

associated with the planned outage in the fourth quarter of 2006 for Alberta Power (2000)’s Battle River

generating plant which occurred during a period of high Alberta Power Pool electricity prices as well as normal

amortization. During the year ended December 31, 2006, the amortization of deferred availability incentives,

recorded in revenues, increased by $1.7 million to $10.6 million as compared to 2005.

Global Enterprises

'Revenues from' the- Global* “Enterprises ‘Business Group for the three months ended December 31 , 2006,
~decreased by $26.0: ‘million to. $173.9 million, primarily due to: -
" e _lower recovery of natural gas costs in-revenues: due to customers supplylng shrlnkage gas in ethane
extractlon operatlons |n ATCO Midstream; and .E[ o SR S

Revenues for the year ended December 31, 2006, decreased by $11.8 million to $667.2 million, primarily
due to:
* lower recovery of natural gas costs in revenues due to customers supplying shrinkage gas in ethane
extraction operations in ATCO Midstream;
¢ lower volumes of natural gas purchased and resold for natural gas liquids extraction in ATCO
Midstream; and
» lower business activity in ATCO Frontec.
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This decrease was partially offset by:
« higher storage revenues due to higher capacity leased, and the timing and demand of storage capacity

sold, by ATCO Midstream; and
« increased sales of natural gas to affiliates by ATCO Midstream.

e e e ar weemy

Earnings for the three months ended December 31, 2006, were substantiaily unchanged.

Earnings for the year ended December 31, 2006, increased by $12.0 million to $52.7 million, primarily due

to:
» higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased,

‘and the timing and demand of storage capacity sold by ATCO Midstream.

Operating expenses for the year ended December 31, 2006, decreased by $42.6 million to $490.5 million,

primarily due to:
» lower volumes of natural gas purchased for natural gas liquids extraction in ATCO Midstream;
» lower natural gas prices for shrinkage gas used in natural gas liquids extraction in ATCO Midstream;
and
+ lower business activity in ATCO Frontec.

On January 30, 2007, ATCO Frontec announced it had heen awarded a contract with the United Nations to
provide camp support and food services to the United Nations Mission in Kosovo.

Industrials

{Revenues from the Industrials .segment for the. three. months ended December 31, 2006 mcreased by.
1$28.5 million. to $121 8 million, primarily dbe to: - -~ 5% - Lt . C ey : :
a 2 e |ncreased business activity:in ATCO Structures operatlons |n Canada

'ThIS increase was-partially.offset by: :
- e lower business “activity, - in ATCO" Structures manufactunng operattons in Europe (whlch ‘were’

" discontinued in the first quarter of 2006) and South America.

Revenues for the year ended December 31, 2006, increased by $84.3 million to $379.4 million, primarily due
to:
» increased business activity in ATCO Structures’ operations in Canada and the United States and
increased business activity in space rentals operations in Australia; and
» increased business activity in ATCO Noise Management.

This increase was partially offset by:
* lower business activity in ATCO Structures’ manufacturing operations in Europe (which were

discontinued in the first quarter of 2006), Australia and South America.

Earmngs for the- three months ended December 31, 2006 mcreased by $0.7 ITII”IOI'I to. '$4.2 mllllon, prlmarlly:
‘duéto: . . " : v . ‘ C e
e 2005 Iosses mcurred in. ATCO Structures operatlons in. .Europe;’ and

"« increased busmess actl\nty in "space rentals operatlons in Canada and Australla

This increase was partially offset by: . ’
» ower business activity in ATCO Structures manufacturlng operatlons in Canada

Earnings for the year ended December 31, 2006, increased by $8.2 million to $24.1 million, primarily due to:
« increased business activity in ATCO Structures’ space rentals operations in Canada and Australia and in
manufacturing operations in the United States;
o 2005 losses incurred in ATCO Structures’ operations in Europe;
¢ $2.4 million adjustment in the second quarter of 2006 for ATCO Structures to reflect recent tax changes
(refer to Recent Changes in Income Taxes and Rates section); and
e increased business activity in ATCCO Noise Management.
This increase was partially offset by:
» lower business activity in ATCO Structures’ manufacturing operations Australia.
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On July 5, 2006, ATCO Structures announced it had received a contract from Albian Sands Energy Inc. for the
first phase of a project to manufacture, supply and install the all-inclusive Albian Village accommeodations for
trades people and management personnel at Shell Canada Limited’'s Athabasca Qil Sands Project Upstream
Expansion #1 north of Fort McMurray, Alberta. - Accommodating 800 people in the first phase, and capable of
expansion to 2,500 people, Albian Village features a 115,000 square foot core building containing a gymnasium,
running track, workout facility, lounge, lecture hall, dining area, and plus-15 elevated corridors. ATCO
Structures’ contract includes turnkey services such as delivery and installation, distribution of site services
(electricat, water, gas, and sewer), supply of external recreational facilities, parking, lighting and fencing.
Manufacturing of the modules required for phase one of Albian Village has begun in ATCO Structures’ Calgary
facility. The units will then be transported to site by truck and installed by ATCO Structures and
subcontractors, with completion scheduled for first quarter of 2007.

On August 10, 2006, ATCO Structures announced it had been awarded Phase Two of a major contract by

_ Albtan Sands Energy Inc. to manufacture, supply and install high quality workforce housing for an additional
1,660 tradespeople and management personnel at-Shell Canada Limited’s Athabasca Qil Sands Project
Upstream Expansion #1 north of Fort McMurray, Alberta. Manufacturing of the modules required for Phase
Two began in ATCO Structures’ Calgary facility in the fall of 2006, with the units scheduled to be installed by
ATCO Structures and subcontractors in the third quarter of 2007. ATCO Structures will also complete all
underground site services and supply external recreational facilities including an indoor ice hockey rink and
baseball field. Parking for more than 800 vehicles, lighting and fencing will also be provided.

On November 8, 2006, ATCC Structures Inc. announced it had been awarded Phase Two of a major contract to
supply construction workforce housing and permanent operating facilities at the De Beers Victor Diamond Mine
in northen Ontario. Phase Two includes an expanded 245 person construction camp and development of a
222 person permanent operating facility,. The contract was awarded by AMEC Americas Limited, acting on
behalf of De Beers Canada and includes design, manufacture, supply and installation.

During 2006, the utilization rate for ATCO Structures’ workforce housing fleet averaged 89%, up from 70% in
2005, as a result of high demand for these units in the resource sectors in Canada, Australia and Chile.

The space rentals utilization in 2006 averaged 85%, consistent with 2005 levels, as a result of high continued
demand for these units.in Canada, Australia and Chile. '

Operating expenses for the year ended December 31, 2006, increased by $73.3 million to $322.5 m|II|on
primarily due to:
» increased business activity in ATCO Structures and ATCO Noise Management.

ATCO Structures will continue to focus on its core businesses of workforce housing in North America, Australia,
South America and selective international markets and on the space rentals business in Australia, Canada,
South America and the United Kingdom. A number of major. workforce housing projects, which provide
opportunities for ATCO Structures, are planned for development in 2007 and beyond In addition, ATCO
Structures will continue to signifi cantly increase its space rentals fleet.

ATCO Noise Management will continue to focus on turnkey noise abatement opportunities and the supply of
turbine silencing systems in the energy and petrochemical industries worldwide. ATCO Noise Management is
focusing its efforts on exploring industrial noise abatement opportunities in North America, Latin America and
Europe. These areas represent opportunities in the electrical power generation and fossil fuel markets where-
demand continues to grow,

Corporate and Other

'Earmngs from. thé:Corporate. and Other segment for. the three months ended December 31, 2006 decreased
by $4.5 million to $(8.8). miflion; prlmanly due to: LT s e U g
' L .increéased- share appreC|at|0n rlghts expense dueto’ changes in: Canad|an Ut1||t|es le|ted Class A non-
! "7 voting ‘share and ATCO.Ltd..Class.I share prices since September 30, 2006, :
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Earnings for the year ended December 31, 2006, including the $11.7 million after tax gain on the Sale of
Property, increased by $17.1 million to $(3.0) million.

Earnings for the year ended December 31, 2006, excluding the $11.7 million after tax gain on the Sale of
Property, increased by $5.4 million to $(14.7) million, primarily due to:
« decreased share appreciation rights expense-due to changes in Canadian Ulilities Limited Class A non-
voting share and ATCO Ltd. Class I share prices since December 31, 2005; and
« higher short term interest rates on larger cash balances.

REGULATORY MATTERS

Regulated operations are conducted by wholly owned subsidiaries of Canadian Utilities’ wholly owned
subsidiary, CU Inc.:
. ATCO Electric and its subsidiaries Northland Utilities (NWT), Northland Utilities (Yellowknife) and Yukon
Electrical;
+ the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Plpellnes Ltd.; and
» the generating plants of Alberta Power (2000).

Regulated operations in Alberta (except for the generating plants of Alberta Power {2000)) are subject to a
generic cost of capital regime:
= in July 2004, the AEUB issued the generic cost of capital decision wh:ch established, among other
things: -
o a standardized approach for each utility company regulated by the AEUB for determining the rate
of return on common equity;
» rate of return adjusted annually by 75% of the change in long term Gavernment of Canada -
bond-yield as forecast; and
. ad]ustment mechanism similar to the method the National Energy Board uses in determining its
formula based rate of return;
o the capital structure for each utility regulated by the AEUB.
+ in November 2005, the AEUB announced a generic return on common equnty of 8.93% for 2006,
¢ in January 2006, the AEUB clarified that the generic return on equity determined on an annual basis in
accordance with the generic cost of capital decision should apply to each year of the test period in the
companies’ applications. If no rate applications are filed for a particuiar year, then there will be no
adjustment to the common equity rate of return for that year; and
» in November 2006, the AEUB announced a generic return on common equity of 8.51% for 2007.

In June 2005, as part of their rate applications, ATCO Electric and ATCO Gas submitted a filing to the AEUB that
addressed certain. common matters. ATCO Pipelines was also a party to this filing as the -concerns were
common to all three utilities: :
» this filing included evidence regardlng :
o the appropriate ratemaking approach in the determination of utility revenue requirements;
o treatment of pension costs, executive compensation and head office rent expense; and
* o the continued use of preferred shares as a form of fi nancing for the three utilities;
» AEUB heard this filing in May 2006; and
s on October 11, 2006, the AEUB issued a decision (the “Common Matters Decision”) which resulted in
no significant impact on eamnings. Among other things, the decision upheld ATCO’s treatment of
pension costs and approved the continued use of preferred shares. In addition, the decision approved
minimal changes to head office rent expense and executive compensation.

ATCO Electric

In March 2006, the AEUB issued a decrsron on ATCO Electric’s 2005 and 2006 General Tariff Application ("ATCO
Electric GTA Deasnon ":
» which establrshed among other thmgs, the amount of revenue to be collected in 2005 and 2006 from
customers for transmission and distribution services, and confirmed the interim refundable rates
approved by the AEUB in July 2005 (distribution services) and September 2005 (transmission services);
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« ATCO Electric’s 2005 earnings negatively impacted by $1.3 million, recorded in first quarter of 2006;

e ATCO Electric’'s 2006 earnings reduced by an additional, $1.6 million, as compared to 2005 earnings,
recorded throughout 2006; and

s return on common equity confirmed according to AEUB standardized rate of return methodology -
9.5% in 2005 and 8.93% in 2006.

In May 2006, the AEUB issued a decision on ATCO Electric's 2003 2004, Regulated Rate Option Tariff Non-
Energy Rates application dated November 2002:
» this decision approved, on an interim refundable basns the collection in 2006 of a shortfall of $2.7
million for 2003 and $2. 2 million for 2004 that was not prewously incorporated into customer rates;
+ the amounts approved for collection are subject to the outcome of an existing process regarding the
pricing of services provided by ATCO I-Tek; and
» the impact of this decision increased ATCO Electric’s 2006 earnings by $1.9 million and was recorded in
the second quarter of 2006.

In August 2002, the AEUB issued a decision in which it denied ATCO Electric’s application to adjust its 2001 and
.2002 transmission and distribution revenue requirements by $4.6 million for changes in the amounts of future
income taxes recorded:
+ in May 2005, the AEUB changed its August 2002 decision and allowed ATCO Electric to increase its
revenues and earnings by $4.6 million. The impact of this decision was recorded in the second quarter
of 2005,

In August 2006, the AEUB approved the first phase of the AESO’s application for the need to improve
transmission infrastructure in northwest Alberta:
» AEUB decision grants the AESO approval to assign approximately $300 million in projects to the
Transmission Facility Owner, ATCO Electric;
* once assigned by the AESO, ATCO Electric will prepare and file facility applications with the AEUB.
Construction will commence once approval to proceed is received from the AEUB; and
+ the entire project was originally intended to be completed by 2009 but now is anticipated to be
completed by 2011. As a result of price escalation caused by the change in completion date, coupled
with the increasing costs of construction in Alberta, the entire project is now estimated to cost $400
miltion.

In November 2006, ATCO Electric fi Ied a general tariff application with the AEUB for the 2007 and 2008 test
years:
+ requesting, among other things, increased revenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta;
a decision from the AEUB on the general tariff application is not expected until late 2007;
in November 2006, ATCO Electric filed an application requesting interim refundable rates for
transmission and distribution operations, pending the AEUB's decision on the general tariff application;
and
» on December 19, 2006, ATCO Electric received a decision from the AEUB approving mterlm refundable
rate increases amounting to 50% of ATCO Electric's requested increases for transmission and
distribution operations.

ATCO Gas

In January 2006, the AEUB issued a decision on ATCO Gas’ 2005, 2006 and 2007 General Rate Application
{"ATCO Gas GRA Decision"):
» which, among other things, established the amount of revenue to be collected over the pericd 2005 to
- 2007 from customers for natural gas distribution service and approved a return on common equity as
determined by the AEUB’s standardized rate of return methodology — 9.5% in 2005, 8.93% in 2006 and
8.51% in 2007;
o the finat impact of the decision will not be known until a subsequent regulatory process is fi nallzed and
e a decision from the AEUB with respect to a second regulatory process that was pending at the end of
2005 was received on October 11, 2006; the effect of this decision on the earnings of the Corporation
was not material.
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In May 2006, the City of Calgary filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision: : ' :
¢ the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
calculation of working capital needed by ATCO Gas to operate its Carbon natural gas storage facility;
and
s the AEUB issued its decision on January 17, 2007, denying the City of Calgary’s applicaticn.

In October 2006, ATCO Gas also filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
s the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
approved level of administrative expenses;
+ in December 2006, the AEUB issued a decision in which it acknowledged an error for a portion of the
administrative expenses in question; and
+ a further AEUB decision on the remainder of this application is expected in the 2nd quarter of 2007,

In October 2001, the AEUB approved the sale by ATCO Gas of certain properties in the City of Calgary, known
as the Calgary Stores Block, for $6.6 million {excluding costs of disposition). As a result of this decision (the
“Calgary Stores Block Decision™):

+ $4.1 million of the proceeds were allocated by the AEUB to customers and $1.8 million to ATCO Gas;

¢« ATCO Gas appealed the decision to the Alberta Court of Appeal which overturned the decision and
directed the AEUB to allocate $5.4 million of the proceeds to ATCO Gas;

s City of Calgary appealed this decision to the Supreme Court of Canada, which also granted ATCO Gas
leave to cross-appeal the decision;

» the Supreme Court of Canada rendered its decision on February 9, 2006, dismissing the City of
Calgary's appeal and allowing ATCO Gas’ cross-appeal. The AEUB was directed to issue a new decision
in accordance with the Supreme Court’s ruling;

ATCO Gas requested that the AEUB address the Supreme Court of Canada decision; and

the AEUB complied with the Supreme Court of Canada decision on August 11, 2006, and ATCO Gas
recorded additional net proceeds totaling $4.1 million from the sale and increased earnings of $3.7
million after income taxes in the third quarter of 2006.

ATCO Gas owns a 43.5 petajoule natural gas storage facility located at Carbon, Alberta. ATCO Gas has leased
the entire storage capacity of the facility to ATCO Midstream. ATCO Gas has taken the position that the facility
is no longer required for utility service and should be removed from regulation. In the process of obtaining
AEUB approval, the following events are significant:

» in July 2004, the AEUB initiated a written process to consider its role in regulating the operations of the

- facility;

s inJune 2005, the AEUB issued a decision with respect to this process. In addition to addressing other
matters, the decision found that the AEUB has the authority, when necessary in the public interest, to
direct a utility to utilize a particular asset in a specific manner, even over the objection of the utility;

s ATCO Gas filed for leave to appeal the decision with the Alberta Court of Appeal;

» in October 2005, the AEUB established processes to review the use of the facility for utility purposes;

+ a hearing to review the use of the facility for revenue generation was held in April 2006 and a hearing
to review the use of the facility for load balancing was held in June 2006. On October 11, 2006 the
AEUB issued a decision confirming ATCO Gas’ position that the facility is no longer required for utility
service with respect to the use of the facility for load balancing purposes. The City of Calgary has filed
a leave to appeal and a review and variance application of this decision; and

= on February 5, 2007, the AEUB issued a decision in which it determined that a legitimate utility use for
the facility is that it be used for purposes of generating revenues to offset customer rates. The AEUB
has directed ATCO Gas to continue to lease the entire storage capacity of the facility to ATCO
Midstream. The AEUB will conduct a further process to determine if it is appropriate that 100% or
some lesser portion of this facility should be used to offset customer rates. (Refer to Business Risks -
Regulated Operations - Carbon Natural Gas Storage Facility section).
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ATCO Gas has filed an application with the AEUB to address, among other things, corrections required to
historical transportation imbalances (the process whereby third party natural gas supplies are reconciled to
amounts actually shipped in the Corporation’s pipelines) that have impacted ATCO Gas’ deferred gas account:

» in April 2005, the AEUB issued a decision resulting in a 15% decrease in the transportation imbalance
adjustments sought by ATCO Gas. The decision resulted in a decrease to ATCO Gas' 2005 revenues
and earnings of $1.8 million and $1.2 million, respectively; and

s City of Calgary filed for leave to appeal the AEUB’s decision. ATCO Gas filed a cross appeal of the
AEUB's decision. The leave to appeal was heard by the Alberta Court of Appeal on April 18, 2006. On
July 7, 2006 the Alberta Court of Appeal issued its decision granting the City of Calgary’s leave to
appeal on the question of whether the AEUB erred in law or jurisdiction in assuming that it had the
authority to allow recovery in 2005, for costs relating to prior years. ATCO Gas’' cross appeal was
denied. A hearing with the Alberta Court of Appeal has been scheduled for April 13, 2007.

In October 2005, ATCO Gas filed an application with the AEUB to approve the sale of its Red Deer Operating
Centre:

e in December 2005, the AEUB approved the sale and deferred its decision on the distribution of net
proceeds of $1.0 million until the Supreme Court of Canada rendered a judgment in the appeal
regarding the Calgary Stores Block disposition and allocation of proceeds discussed above;

» the Supreme Court of Canada rendered its decision on the Calgary Stores Block matter on February 9,
2006;

e in February 2006, ATCO Gas submitted a filing to the AEUB to approve the allocation of the net
proceeds;

e on March 16, 2006, the AEUB suspended the process convened to approve allocation of the net
proceeds pending resolution of certain issues arising in connection with the Supreme Court’'s Calgary
Stores Block decision. The net proceeds of the sale remained in trust pending AEUB approval; and

* on August 16, 2006, ATCO Gas requested that the process re-convene in light of the AEUB’s approval
of the Calgary Stores Block application. The AEUB issued a call for comments which concluded on
September 14, 2006 and on December 13, 2006 the AEUB issued a decision approving the distribution
of proceeds to ATCO Gas resulting in increased revenue of $1.0 million and earnings of $0.7 million for
ATCO Gas.

ATCO Pipelines

The AEUB has delayed its review of the competitive natural gas pipeline issues under AEUB jurisdiction until’
2007. This review is expected to address competitive issues between ATCO Pipelines and NOVA Gas
Transmission Ltd.

Other Matters

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB
for which decisions have not been received. The outcome of these matters cannot be determined at this time.

LIQUIDITY AND CAPITAL RESOURCES

A major portion of the Corporation’s operating income and funds generated by operations is generated from its
utility operations, Canadian Utilities and its wholly owned subsidiary, CU Inc., use commercial paper
borrowings and short term bank loans to provide flexibility in the timing and amounts of long term financing.
ATCO Ltd. has received dividends from Canadian Utilities which have been more than sufficient to service debt
requirements and pay dividends.

Funds generated by operatrons “for~ the three months ended December 31 2006 decreased by $17 41
million to $191.5 million, -primarlly duetors - - = - - i
+ decreased .availability incentives- |n Alberta Power (2000), prlmarlly due to avallablllty penaitres paid
associated with the planned outage in-2006 for the Battle- Rlver generatlng plant which- occurred durmgi

a period of high Alberta: Power Pool eIectncuty prices. - : .

.,_(..r._ R .
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ThIS decrease was. partlally offset by Col S e e
e increased earnings: | ey T i s E T e L s L T

L

i

Funds generated by operations for the year ended December 31, 2006, increased by $22.2 million to
$757.6 million, primarily due to:
s increased earnings.
This increase was partially offset by:
' s lower proceeds received from the TXU Europe Settlement (refer to TXU Europe Settlement section);
and
+ decreased availability incentives in Alberta Power (2000), primarily due to availability penalties paid
associated with the planned outage in 2006 for the Battle River generating plant which occurred during
a period of high Alberta Power Pool electricity prices.

Investmg actnntles for.the three months ended: December 31 2006 decreased by $2 5 mnlhon to $173 ik
'.L ».i ] .) ‘ k i

rmllron, primarily.due to: *7- YT BRES
e increased. contrtbutlons by utlllty customers for extensrons to plant R
‘This decrease was partlaily offset by: =" -, B

» . changes in non-cash working capltal T U 3 L

Purchase of property, plant and equipment for. the three months ended December 31, 2006, decreased

by $1.3 million to $199.0 million, pnmanly due to:
'« decreased. investment in workforce housnng and space rentals assets and regulated natural gas
, distribution projects, . <. = . : - . .

Thls decrease was partially offset by: - o ‘ !
e increased _investment.in-regulated electric dlstnbutlon and transm|55|on pro;ects

3

Investing activities for the year ended December 31, 2006, including the proceeds of $15.1 million net of
income taxes from the Sale of Property, increased by $22.2 million to $553.6 million, primarily due to:

e 2005 proceeds on the transfer of the retail energy supply businesses;

+ increased capital expenditures; and

« H.R. Milner Income Tax Reassessment (refer to H.R, Milner Income Tax Reassessment section).
This increase was partially offset by:

« increased contributions by utility customers for extensions to plant;

« changes in non-current deferred electricity costs; and

+ Sale of Property.

Purchase of property, plant and equipment for the year ended December 31, 2006, increased by $26.5
million to $619.3 million, primarily due to:
s increased investment in regulated electric distribution and transmission and regulated natural gas
transportation projects.
This increase was partially offset by:
+ decreased investment in workforce housing and space rentals assets and requlated natural gas
distribution projects.

v mrtan - ———t

During the three- months ended’ Decemiber 31 2006, the Corporatlon |ssued R S Y A
»  $160.0 million of 4.801% Debentures due November 22, 2021;- B ‘ -
»  $160.0 million of 5.032% Debentures due November .20, 2036 and
e -$2.3 million of other long term debt. '
Durlng the three months ended December 31, 2006, the Corporatlon redeemed
.$175.00 million of 4.84% Debentures due November 6, 2006;
. ¢ $10.1 million of other long:term debt; and .
* e $15.8 million of -non-recourse long.term debt.
- These changes resulted in 2 net debt increase of $121.4 million. -

During the year ended December 31, 2006, the Corporation issued:
» $160.0 million of 4.801% Debentures due November 22, 2021;
s $160.0 million of 5.032% Debentures due November 20, 2036; and
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» $61.2 million of other long term debt.
During the year ended December 31, 2006, the Corporation redeemed:
e $175.0 million of 4.84% Debentures due November 6, 2006;
s $20.5 million of other long term debt; and
» $73.5 million of non-recourse long term debt.
These changes resulted in a net debt increase of $112.2 million.

Net purchase of Canadlan Utllltles Ltrnlted Class A non-votlng; shares for | the three months ended December
31,.2006; decreased -by . $4.6 mllhon to $1 9 m|II|0n “primarily due to’' decreased share purchases in.2006.-. .+ .

Net purchase of Canadian Utilities Limited Class A non-voting shares for the year ended December 31, 2006,
increased by $64.8 millicn to $67.5 million, primarily due to increased share-purchases in 2006,

Net purchase of- Class I shares for: the; three months ended December 31 2006 mcreased by $22 4 mllllon t0'
-$24.5 niillion, primarily dué to increased purchases of Class 1 Shares in2006.. .. - . L

Net purchase of Class I shares for the year ended December 31, 2006, mcreased by $69.6 miliion to
$73.4 million, primarily due to increased share purchases in 2006.

‘ Dlwdends pald to: non-controllmg mterests for the three'months; ended December 31’ 2096 mcreased by
L$0 4:million_to_$26.2 million,- primarily due to_higher dividénds: paid:by, Canadian Utilities. 7 T e

Di\'}idends'-paid to non-controlling interests for the year ended December 31, 2006, increased by $17.3
million to $120.4 million, due to higher dividends including a one-time special dividend ($0.25 per share) paid
by Canadtan Utilities on September 1, 2006.

~Foretgn currency translatlon for the three months ‘ended 1December 317 2006 posmvely lmpacted theﬂ
.‘Corporatlon s cash: posmon by $10 9 m|II|on ‘to, $11 1‘m|II|on prlmanly asa result of
T e changes in 'the U.K. exchange rate which’ resulted*m -an mcrease “in’ the value of cash ba!ances
". . denominated in U.K. pounds when translated tnto Canadlan dollars. . E‘_",j..w_% ey et TR
Foreign currency translation for the year ended December 31, 2006, positively impacted the Corporation’s
cash position by $27.8 miliion to $15.7 million, primarily as a result of:
» changes in the UK. exchange rate which resulted in an increase in the value of cash balances
denominated in U.K. pounds when translated into Canadian dollars.

At December 31, 2006, the Corporation had the following credit lines that enable it to obtain fundlng for
general corporate purposes.

Total Used Available
($ Millions) -
Long term COMMItIEA ... ..cciiviiiiiireree et e errae e e e s ser e vssrares s e s ns e e ess e sns . 622.6 89.5 533.1
Short term commiItted .......ceveviririn et e 600.0 14.0 586.0
UNCOMMIEIEH ... 0e v e isieriseesinnrrieeiiieeteistiansteeessreneessriae eeeesabenesiaannsreessaresnsirnnnes 131.4 29.8 101.6
12 - | PO PP TTP 1,354.0 133.3 1,220.7

The amount and timing of future financings will depend on market COI’IdItIOI'IS and the specific needs of the
Corporation.

Capital expenditures to maintain capacity, meet planned growth and fund future development activities are
expected to be approximately $800 million in 2007 The majority of these expenditures are uncommitted and
relate primarily to utility operations.
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Contractual obligations for the next five years and thereafter are as follows:

Payments Due by Period
Less -
. than 1 1-3 4-5 After 5
Contractual Obligations Total Year Years Years Years
($ Millions) -
Long term debl.....ciieiieiineiie i 2,460.4 56.1 227.0 3059 1,87t.4°
Non-recourse long term debt........cciiiiii . 814.7 65.7 168.5 142.7 437.8
Operating 1eases .......cccuvvv it 66.8 20.5 26.7 14.6 5.0
Purchase obligations: -
ATCO Gas natural gas purchase contracts {1) ......cocveemriniinresinniniinans 4.5 0.5 1.0 1.0 2.0
Alberta Power (2000) coal purchase contracts {2) ........ccovievviiviicrinens 607.7 47.7 99.2 105.2 355.6
ATCO Power and ATCO Resources natural gas fuel supply contracts
5 TP 248.2 52.4 104.9 74.0 16.9
ATCO Power and ATCO Resources operating and maintenance
AGreemMENES {4) . ..ivviiiiiiicrinerniecrrrer s see e aer s sae s rrnrenrrsarese s ~230.0 23.5 - 50.6 44.4 111.5
Capital expenditures (5).....ccieivnreierrriinierinrannre e ranrer s eernean. eeeeens 45.4 45.4 - - -
L L = PP PP PP PP 7.8 7.8 - Co- -
B+ | I rTTpTrrpTe 4,485.5 319.6 677.9 687.8 2,800.2
Notes:

(1) ATCO Gas has ongoing obligations to purchase fixed quantities of natural gas from various gas producers at market prices that are in
effect at the time the quantities are purchased, These obligations relate primarily to operational contracts pertaining to the Carbon
natural gas storage facility, which was not included in the Transfer of the Retail Energy Supply Businesses fo DEML and continues to
be subject to AEUB reguiation, Some of these obligations are for the life of the gas reserves, The estimated value of these purchase
obligations is based on the market price of natural gas in effect on December 31, 2006, and assumes & remaining life of 10 years for
the gas reserves commencing January 1, 2004. DEML has agreed to purrhase the natural gas purchased under these contracts at
the prices pafd by ATCO Gas. .

(2) Alberta Power (2000) has fixed price long term contracts to purchase codl for its coal-fired generating plants. These costs are

- recoverable pursuant to the power purchase arrangements.,

(3} ATCO Power and ATCO Resources have various contracts to' purchase natural gas for certain of their natural gas-fired generating
plants, ATCO Power and ATCO Resources have long term offtake agreements with the purchasers of the electricity to recover 78%
of these-costs. The balance of 22%, related to ATCO Powers Barking generating plant, is currently being recovered through
merchant sales in the U.K. electricity market. ATCO Power’s and ATCO Resources’ merchant generating plants in Alberta do not have
any long term contracts to purchase natural gas.

(4) ATCO Power and ATCO Resources have various contracts with suppliers to provide operating and maintenance services at certain of
their generaling plants.

(5) Vanous contracts to purchase goods and services with respect to capitel expenditure programs.

Current and long term future income tax liabilities of $229.3 million at December 31, 2006, are
attributable to differences between the financial statement carrying amounts of assets and liabilities and their
tax bases. These differences result primarily from recognizing revenue and expenses in different years for
financial and tax reporting purposes. Future income taxes will become payable when such differences are
reversed through the settlement of liabilities and realization of assets.

On May 27, 2005, the Corporation commenced a normal course issuer bid for the purchase of up to 3% of
the outstanding Class I shares. The bid expired on May 26, 2006. Over the life of the bid, 372,500 shares
were purchased, of which 184,000 were purchased in 2005 and 188,500 were purchased in 2006, On May 29,
2006, the Corporation commenced a new normal course issuer bid for the purchase of up to 5% of the
outstanding Class [ shares. The bid will expire on May 28, 2007.. From May 29, 2006, to February 16, 2007,
1,760,400 shares have been purchased, all of which were purchased in 2006.

It is the policy of the Corporation to pay dividends quarterly on its Class I and Class 11 shares. In 2006, the
Corporation increased the dividends on Class I and Class II shares by $0.06 per share, the same increase as
in 2005. The Corporation has increased its annual common share dividend each year since 1993. The matter
of an increase in the quarterly dividend is addressed by the Board of Directors in the first quarter of each year.
For the first quarter of 2007, the quarterly dividend payment has been increased by $0.015 to $0.22 per
share. The payment of any dividend is at the discretion of the Board of Directors and depends on the financial
condition of the Corporation and other factors.
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On Aprit 12, 2006, CU Inc. filed a base shelf prospectus which permits CU Inc. to issue up to an aggregate
of $850.0 million of debentures over the twenty-five month life of the prospectus.
« on November 20, 2006, the Corporation issued $160.0 million of 4.801% Debentures due November
22, 2021, at a price of 100 to yield 4.801%, and $160.0 million of 5.032% Debentures due November
20, 2036, at a price of 100 to vield 5.032%. The proceeds of these issues were advanced to ATCO
Electric, ATCO Gas and ATCO Pipelines and used to fund capital expendltures repay indebtedness and
for general corporate purposes.

OUTSTANDING SHARE DATA

At February 16, 2007, the Corporation had cutstanding 51,514,246 Class I shares and 6,940,018 Class II shares
and 6,000,000 5.75% Cumulative Redeemable Preferred Shares Series 3 ("Series 3 Preferred Shares”).

Class I Non-Voting Shares and Class I Voting Shares

Each Class 1I share may be converted into one Class I share at any time at the share owner's option. In the
event an offer to purchase Class II shares is made to all owners of Class 11 shares, and is accepted and taken
up by the owners of a majority of such shares pursuant to such offer, and provided an offer is not made to the
owners of Class I shares on the same terms and conditions, the Class I shares shall be entitled to the same
voting rights as the Class II shares. The two classes of shares rank equally in all other respects.

Of the 5,100,000 Class I shares reserved for issuance in respect of options under the Corporation’s stock option
plan, 1,039,200 Class I shares were available for issuance at December 31, 2006. Options may be granted to
directors, officers and key employees of the Corporation and its subsidiaries at an exercise price equal to the
weighted average of the trading price of the shares on the Toronto Stock Exchange for the five trading days
immediately preceding the date of grant. The vesting provisions and exercise period (which cannot exceed 10
years) are determined at the time of grant. As of February 16, 2007, options to purchase 1,359,700 Class |
shares were outstanding.

Series 3 Preferred Shares

On and after December 1, 2008, the Corporation may convert all or any of the Series 3 Preferred Shares into
Class I shares. The number of Class [ shares into which each Series 3 Preferred Share may be converted will
be determined by dividing the applicable redemption price together with all accrued and unpaid dividends by
the greater of $2.00 and 95% of the weighted average trading price of Class I shares on the Toronto Stock
Exchange for a period of 20 consecutive trading days ending on the fourth day prior to the date specified for
conversion. ,

On and after December 1, 2011, each Series 3 Preferred Share will be convertible at the option of the owner,
on the first day of March, June, September and December of each year, into that number of Class I shares
determined by dividing $25.00 together with all accrued and unpaid dividends by the greater of $2.00 and 95%
of the then current market price of the Class 1 shares. If an owner of Series 3 Preferred Shares elects to
convert any of the shares into Class I shares, the Corporation may elect to redeem the Series 3 Preferred
Shares for cash or arrange for the sale of such shares to substitute purchasers. At any time, the Corporation
may offer the owners of the Series 3 Preferred Shares the right to convert into a further series of preferred
shares.

The Series 3 Preferred shares are redeemable at the option of the Corporation commencing on December 1,
2008, at the stated value plus a 4% premium for the next 12 months plus accrued and unpaid dividends. The
redemption premium declines by 2% in each succeeding 12 month period until December 1, 2010.

ATCO Ltd. at this time intends to redeem the Series 3 Preferred Shares, ATCO expects to finance the
redemption with a combination of cash and a new issue of preferred shares.
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TRANSACTIONS WITH RELATED PARTIES

The Corporation’s transactions with related parties are in the normal course of business and under normal
commercial terms. For a description. of these transactions, refer to Note 20 to the consolidated financial
statements for the year ended December 31, 2006.

BUSINESS RISKS

The current Federal government favours a made in Canada approach to deal with climate change instead of the
Kyote Protoco! which the previcus government had ratified. The Corporation is unable to determine what
impact the Clean Air Act may have on its operations as the Government of Canada has not yet provided
industry specific details for its 2006 Climate Change Plan. While it is not certain, it is anticipated that the
Corporation’s PPA's relating to its coal-fired generating plants will allow the: Corporation to recover any
increased costs associated with the implementation of the Clean Air Act.

Regulated Operations

ATCO Electric, ATCO Gas and ATCO Pipelines are regulated primarily by the AEUB, which administers acts and
regulations covering such matters as rates, financing, accounting, construction, operation and service area.
The AEUB may approve interim rates or approve the recovery of costs on a placeholder basis, subject to final
determination, These subsidiaries are subject to the normal risks faced by companies that are -regulated.
These risks include the approval by the AEUB of customer rates that permit a reasonable opportunity to recover
on a timely basis the estimated costs of providing service, including a fair return on rate base. The
Corporation's ability to recover the actual costs of providing service and to earn the approved rates of return
depends on achieving the forecasts established in the rate-setting process.

Carbon Natural Gas Storage Facility

ATCO Gas leases the entire storage capacity of the Carbon natural gas storage facility to ATCO Midstream at
AEUB approved placeholder rates. On February 5, 2007, the AEUB issued a decision to ATCO Gas that leaves in
question these placeholder rates and the effect that these placeholder rates will have on future ATCO Gas
revenues. (Refer to Regulatory Matters — ATCO Gas section).

Weather
r
Weather fluctuations have a significant impact on thraughput in ATCO Gas. Since approximately 50% of ATCO
Gas’ delivery charge is recovered based on throughput, ATCO Gas' revenues and earnings are sensitive to
weather, Weather that is 10% warmer or colder than normal temperatures |mpacts annual earmngs by
approximately $5.2 million.

ATCO I-Tek Services

ATCO Electric, ATCO Gas and ATCO Pipelines purchase information technology services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO I-Tek. The recovery of these costs in
customer rates are subject to AEUB approval. Since 2003, the costs have been approved on a placeholder
basis, and are subject to final AEUB approval after completion of an ongoing collaborative benchmarking
process.

Transfer of the Retail Energy Supply Businesses -

On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct Energy
Marketing Limited and one of its affiliates {collectively "DEML"), a subsidiary of Centrica plc.

Although ATCO Gas and ‘ATCO Electric transferred to DEML certain retail functions, including the supply of
natural gas and electricity to customers and billing and customer care functions, the legal obligations of ATCO
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Gas and ATCO Electric remain if DEML fails to perform. In certain events (including where DEML fails to supply
natural gas and/or electricity and ATCO Gas and/for ATCO Electric are ordered by the AEUB to do so), the
functions will revert to ATCO Gas andjor ATCO Electric with no refund of the transfer proceeds to DEML by
ATCO Gas and/or ATCO Electric.

Centrica plc, DEML's parent, has provided a $300 million guarantee, supported by a $235 miillion letter of credit
in respect of DEML's obligations to ATCO Gas, ATCO Electric and ATCO I-Tek Business Services in respect of the
ongoing relationships contemplated under the transaction agreements. However, there can be no assurance
that the coverage under these agreements will be adequate to cover all of the costs that could arise in the
event of a reversion of such functions.

Canadian Utilities has provided a guarantee of ATCO Gas’, ATCO Electric’s and ATCO I-Tek Business Services’
payment and indemnity obligations to DEML contemplated under the transaction agreements.

Late Payment Penalties on Utility Bills

As a result of decisions of the Supreme Court of Canada in Garland vs. Consumers’ Gas Co., the imposition of
late payment penalties on utility bills has been called into question. The Corporation is unable to determine at
this time the impact, if any, that these decisions will have on the Corporation.

Alberta Power (2000)

Included in regulated operations are the generating plants of Alberta Power (2000), which were regulated by
the AEUB until December 31, 2000, but are now governed by legislatively mandated PPA’s that were approved
by the AEUB. These plants are included in regulated operations primarily because the PPA’s are designed to
altow the owners of generating plants constructed before January 1, 1996, to recover their forecast fixed and
variable costs and to earn a return at the rate specified in the PPA’s. The plants will become deregulated upon
the earlier of one year after the expiry of a PPA or a decision to continue to operate the plant. Alberta Power
{2000) has one year after the expiry of a PPA to determine whether to decommission the generating plant in
order to fully recover plant decommissioning costs or to continue to operate the plant. Each PPA is to remain in
effect until the earlier of the last day of the estimated life of the related generating plant or December 31,
2020.

Substantially all the electricity generated by Alberta Power (2000) is sold pursuant to PPA’s. Under the PPA's,
Alberta Power (2000) is required to make the generating capacity for each generating unit available to the
purchaser of the PPA for that unit, In return, Alberta Power (2000) is entitled to recover its forecast fixed and
variable costs for that unit from the PPA purchaser, including a return on common equity equal to the long term
Government of Canada bond rate plus 4.5% based on a deemed common equity ratio of 45%. Many of the
forecast costs will be determined by indices, formulae or other means for the entire period of the PPA. Alberta
Power (2000)'s actual results will vary and depend on performance compared to the forecasts on which the
PPA’s were based.

Under the terms of the PPA’s, the Corporation is subject to an incentive/penalty regime related to generating
unit availability. Incentives are paid to the Ceorporation by the PPA counterparties for availability in excess of
predetermined targets, whereas penalties are paid by the Corporation to the PPA counterparties when the
availability targets are not achieved. ,
Accumulated incentives in excess of accumulated penalties are deferred. For any of the individual PPA’s, should
accumulated incentives plus estimated future incentives exceed accumulated penalties plus estimated future
penalties, the excess will be amortized to revenues on a straight-line basis over the remaining term of the
PPA's. Should accumulated penalties plus estimated future penalties exceed accumulated incentives plus
estimated future incentives, the shortfall will be expensed in the year the shortfall occurs.

At December 31, 2006, the Corporation had recorded $39.6 million of deferred availability incentives.

Fuel costs in Alberta Power (2000) are mostly for coal supply. To protect against volatility in coal prices,
Alberta Power {2000} owns or has sufficient coal supplies under long term contracts for the anticipated lives of
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its Battle River and Sheerness coal-fired generatmg plants. These contracts are at prices that are either fixed
or indexed to inflation.

Alberta Environment implemented mercury emission regulations in March 2006 for coal-fired generating plants.
Owners of coal-fired generating plants are required to submit by April 1, 2007, proposals on capturing at least
70% of the mercury in the coal burned in their plants. The proposals for mercury emission reduction must be
implemented by 2010. While it is not certain, it is anticipated that the Corporation’s PPA’s relating to its coal-
fired generating plants wnll allow the Corporatlon to recover most of the costs associated with complying with
the new regulation.

Measurement Inaccuracies in Metering Facilities

Measurement inaccuracies occur from time to time with respect to ATCO Electric's, ATCO Gas’ and ATCO
' Pipelines’” metering facilities. Measurement adjustments are settled between the parties based on the
requirements of the Electricity and Gas Inspecticns Act (Canada) and applicable regulations issued pursuant
thereto. There is a risk of disallowance of the recovery of a measurement adjustment if contrals and timely
follow up are found to be inadequate by the AEUB.

A recent AEUB decision applicable to ATCO Gas established a two year adjustment limitation period for
inaccuracies in gas supply costs, including measurement inaccuracies in metering facilities. The AEUB stated
that it will consider specific applications for adjustments beyond the two year limitation period.

Non-Regulated Operations

The Corporation’s non-regulated operations are complementary. to its traditional regutated businesses and are
related to them in terms of skills, knowledge and experience. The Corporation accounts for its non-regulated
operations separately from its regulated operations. The Corporation’s non-regulated operaticons are subject to

the risks.faceq by any commercial enterprise in those industries and in those countries in which they operate. '

ATCO Power and ATCO Resources

The Corporation’s portfolio of non-regulated electric generating plants is made up of gas-fired cogeneration,
gas-fired combined cycle, gas-fired simple cycle, and small hydro plants. The majority of operating income
from power generation operations is derived through long term power, steam and transmission support
agreements. Where long term agreements are in place, the purchaser assumes the fuel supply and price risks
and the Corporation, under these agreements, assumes the operating risks.

ATCO Power's and ATCO Resources’ generating plants include high efficiency gas-fired cogeneration plants,
with associated on-site steam and power tolling arrangements, and gas-fired peaking and hydroelectric plants
with underlying transmission support agreements. In 2006, sales from approximately 71% of ATCO Power's
and ATCO Resources' generating capacity were subject to long term agreements, while the remaining 29%
consisted primarily of sales to the Alberta Power Pool and the U.K. merchant power market. In 2007, these
percentages are expected to be approximately the same. These sales are dependent on prices in the Alberta
electricity spot market and in the U.K. merchant power market. The majority of the electricity sales to the
Alberta Power Pool are from gas-fired generating plants, and as a result operating income is affected by natural
gas prices. During peak electricity usage hours in Alberta, a good: corrélation exists between electricity spot
prices and natural gas spot prices. During off-peak hours, there is less correlation, The correlation is expected
to increase in the future as customer load grows and older plants are decommissioned.
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Alberta Power Pool electricity prices, natural gas prices and related spark spreads can be very volatile, as
shown in the following graph, which illustrates a range of prices experienced during the penod January 2000 to
February 2007.

Alberta Power Pool Prices, Natural Gas Prices and Spark Sbreads ’
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Changes in Alberta Power Pool electricity prices, natural gas prices and related spark spreads may have a

significant impact on the Corporation’s earnings and cash flow from operations in the future. It is the

Corporation’s policy to continually monitor the status of its non-regulated electrical generating capacity that is
not subject to long term commitments.

Since October 2004, the output from ATCO Power’s Barking generating plant previously sold to TXU Europe
(refer to TXU Europe Settlement section) has been sold into the U.K. power exchange market. In the UK.,
electricity generators, on average, sell over 90% of their output to electricity suppliers.in bilateral contracts, use
power exchanges for approximately 7% of their output, and sell the remalning 2-3% via the Balancing
Mechanism. Approximately 40% of the electricity generated is supplied from natural gas-fired generating
" plants, and earlier this year the market experienced an increase in electricity prices due to the increased world
prices for natural gas. Since then natural gas prices have softened with additional natural gas infrastructure
coming on stream and the slightly lower oil prices. Nevertheless, the Barking generating plant has a long term,
fixed price gas purchase agreement and, as a result, has been able to experience increased margins due to the
high market prices for electricity. Changes in the U.K. market electricity prices may have an impact on the
Corporation’s earnings and cash flow from operations in the future.

ATCO Power and ATCO Resources have financed their non-regulated electrical- generating capacity on a non-
recourse’ basis. In these projects, the lender’s recourse in the event of default-is limited to the business and
assets of the project in question, which includes the Corporation’s equity therein. Canadian Utilities has
provided a number of guarantees related to ATCO Power’s and ATCO Resources’ obligations under their
respective non-recourse loans associated with certain of their projects. ATCO Power (80%) and ATCO
" Resources (20%) have a joint venture in these projects subject to guarantees, excluding Barking Power. ATCO
Ltd. has indemnified and agreed to reimburse Canadian Utilities for any amounts it may be required to pay
under these guarantees in respect of ATCO Resources’ 20% interest. The guarantees outstanding at December
31, 2006, are described in Note 13 to the consolidated financial statements for the year ended December 31,
2006. To date, Canadian Utilities has not been required to pay any of its guaranteed obligations.
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ATCO Midstream

Timing, capacity and demand of ATCO Midstream’s storage business as well as changes in market conditions
may impact the Corporation’s earnings and cash flow from storage operations.

ATCO Midstream extracts ethane and other natural gas liquids from natura! gas streams at its extraction plants. .
These products are sold under either long term cost of service arrangements or market based arrangements.
Changes in market conditions may impact the Corporation’s earnings and cash flow from natural .gas liquids
extraction operations.

ATCO Frontec

ATCO Frontec’s operations mclude providing support to military agencies in foreign locations which may be
subject to political risk.

On December 23, 2005, the Government of Canada filed a claim in the amount of $70 million which alleges that
the Corporation is liable for the destruction of property owned by the Governments of Canada and the United
States. The Corporation believes that the claim is defensible and, in any event, has sufficient insurance
coverage in place to cover any material amounts that might become payable as a result of the claim.
Accordingly, the claim is not expected to have any material impact on the financial position of the Corporation.

A fue! spill occurred in January 2007 at the Brevoort Island, Northwest Territories radar site maintained by
Nasittuq Corporation, a corporation jointly owned by ATCO Frontec and Pan Arctic Inuit Logistics Corporation.
The Corporation believes that it has sufficient insurance coverage in place to cover any material amounts that
might become payable as a result of the fuel spill. Accordingly, this spill is not expected to have any material
impact on the financial position of the Corporation. ) '

ATCO Structures and ATCO Noise Management P

International sales may expose ATCO Structures and ATCO Noise Management to greater risk than normally
associated with domestic transactions. This risk is mitigated by contractual arrangements with credit worthy
counterparties and the active management of any foreign exchange risks.

Demand for workforce housmg products is directly related to the capital spending cycle and the level of
development activity in natural resource industries.

CONTINGENCIES

The Corporation is party to a number of disputes and lawsuits-in the normal course of business. The
. Corporation believes that the ultimate liability arising from these matters will have no material impact on the
consolidated financial statements.

HEDGING

In conducting its business, the Corporation uses various instruments, including forward contracts, swaps and
options, to manage the risks arising from fluctuations in exchange rates, interest rates and commodity prices.
All such instruments are used only to manage risk and not for trading purposes. For details on the financial
instruments in place at December 31, 2006, refer to Note 22 to the consolidated financial statements for the
year ended December 31, 2006.
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OFF-BALANCE SHEET ARRANGEMENTS

At December 31, 2006, unrecorded future income tax liabilities of the regulated operations amounted to $141.3
million  and unrecorded future income tax assets of other operations amounted to $1.5 million. The liabilities
include $14.6 million in respect of Alberta Power (2000)'s generating plants, which will be recovered through
future payments received in respect of the PPA's. There are tax loss carryforwards of $0.4 million for Canadian
subsidiary corporations and $10.6 million for foreign subsidiary corporations for which no tax benefit has been
recorded. The losses for Canadian subsidiary corporations begin to expire in 2010; $0.8 million of the losses
for foreign subsidiary corporations begin to expire in 2007 and $9.8 million do not expire. There are net capital
loss carryforwards of $5.1 million for ATCO Ltd. and a Canadian subsidiary corporation for which no tax benefit
has been recorded. For additional information on the Corporation’s unrecorded future income tax liabilities,
refer to Note 8 to the consolidated financial statements for the year ended December 31, 2006.

Other than the financial instruments discussed under "Hedging”, the Corporation does not have any off-balance
sheet arrangements that have, or are likely to have, a current or future effect on the results of operations or
financial condition, Including, without limitation, such considerations as liquidity and capital resources.

CRITICAL ACCOUNTING ESTIMATES

The preparation of the Corporation’s consolidated financial statements in accordance with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the year. On an on-going
basis, management reviews its estimates, particularly those related to depreciation and amortization methods,
useful lives and impairment of long-lived assets, amortization of deferred availability incentives, asset
retirement obligations and employee future benefits, using currently available information. Changes in facts
and circumstances may result in revised estimates, and actual results could differ from those estimates. The
Corporation’s critical accounting estimates are discussed below.

Deferred Availability Incentives

As noted in the Business Risks section, Alberta Power (2000) is subject to an incentive/penalty regime related
to generating unit availability. - As at December 31, 2006, the Corporation had recorded $39.6 million of
deferred availability incentives. The amortization of deferred availability incentives, which was recorded in
revenues, amounted to $10.6 million in 2006.

The amount to be amortized is dependent upon estimates of future generating unit availability and future
electricity prices over the term of the PPA’s. Each quarter, the Corporation uses. these estimates to forecast
high case, low case and most likely scenarios for the incentives to be received from, less penalties to be paid
to, the PPA counterparties. These forecasts are added to the accumulated unamortized deferred availability
incentives outstanding at the end of the quarter; the resulting total is divided by the remaining term of the PPA
to arrive at the amortization for the quarter.

Compared to the most likely scenario recorded in revenues for the year, the high case scenario would have
resulted in higher revenues of approximately $5.0 million, whereas the low case scenario would have resulted
in lower revenues of approximately $4.6 million.

Employee Future Benefits

The expected long term rate of return on pension plan assets is determined at the beginning of the year on the
basis of the long bond yield rate plus an equity and management premium that reflects the plan asset mix.
Actual balanced fund performance over a longer period suggests that this premium is about 1%, which, when
added to the long bond vield rate of 5.1% at the beginning of 2006, resulted in an expected long term rate of
return of 6.1% for 2006. This methodology is supported by actuarial guidance on long term asset return
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assumptions for the Corporation’s defined benefit pension plans, taking into account asset class returns, normal
equity risk premiums, and asset diversification effect on portfolio returns.

Expected return on plan assets for the year is calculated by applying the expected long term rate of return to
the market related value of plan assets, which is the average of the market value of plan assets at the end of
the preceding three years. The expected long term rate of return has declined over the past five years, from
8.1% in 2001 to 6.1% in the year ended December 31, 2006. The result has been a decrease in the expected
return on plan assets and a corresponding increase in the cost of pension benefits. In addition, the actual
return on plan assets over the same period has been lower than expected (i.e., an experience loss), which is
also contributing to an increase in the cost of pension benefits as losses are amortized to earnings.

The liability discount rate that is used to calculate the cost of benefit obligations reflects market interest rates
on high quality corporate bonds that match the timing and amount of expected benefit payments. The liability
discount rate has also declined over the same five year period, from 6.9% at the end of 2001 to 5.1% at the
end of 2006. The result has been an increase in benefit obligations (i.e., an experience loss), which is

contributing to an increase in the cost of pension benefits as losses are amortized to earnings. ‘

In accordance with the Corporation’s accounting policy to amortize cumulative experience gains and losses in
excess of 10 percent of the greater of the accrued benefit obligations or the market value of plan assets, the
Corporation began amortizing a portion of the net cumulative experience losses on plan assets and accrued
benefit obligations in 2003 for both pension benefit plans and other post employment benefit plans and
continued this amortization during the three months and the year ended December 31, 2006.

The assumed annual health care cost trend rate increases used in measuring the accumulated post
employment benefit obligations in the three months and the year ended December 31, 2006, are as follows:
for drug costs, 8.5% starting in 2006 grading down over 7 years to 4.5%, and for other medical and dental
costs, 4.0% for 2006 and thereafter. Combined with higher claims experience, the effect of these changes has
been to increase the costs of other post employment benefits.

The effect of changes in these estimates and assumptions is ﬁitigated by an AEUB decision to record the costs
of employee future benefits when paid rather than accrued. Therefore, a significant portion of the benefit
plans expense or income is unrecognized by the regulated operations, excluding A!berta Power (2000).
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The sensitivities of key assumptions used in measuring accrued benefit obfigations and benefit plan cost
(income) for 2006 are outlined in the following table. The sensitivities of each key assumption have been
calculated independently of changes in other key assumptions. Actual experience may result in changes in a
number of assumptions simultaneously.

2006 Other Post
2006 Pension Benefit Employment Benefit
Plans Plans
Accrued Accrued
Benefit Benefit Benefit Benefit
) Obligation Plan Cost Obligation Plan Cost

{$ Millions}
Expected long term rate of return on plan assets

196 INCMEASE (1).rriverevereeees i e e ciee e s et e sseembe e s s e bneenencensans - (3.9) - -

1% deCrease {1)..uiiiuerivenieiiriesiiie e rerirserteeeeseeesnnrassas sevsssnsens - . 39 - -
Liability discount rate .

1% INCTEASE {1)..reiviieieivvisrrissrnrinrrnreresrereesntirnrbrereeersensensesasansens (87.6) (7.2} (4.0} (0.5)

1% deCrease {1) i cireccriecrees e i 1111 8.6 5.0 0.6
"Future compensation rate

190 INCTEASE (1) ieriiisrceiien e ecc s cerece e ree s ssrrae s st anans 25.1 3.5 - -

1% deCrease (1)..coiviniinriimiinnieiinnnesonniarie sree s sranes e snneees (22.7} (3.1} - -
Long term inflation rate -

1% increase {1X(2)(3) i e 37.2 4.3 4.4 0.8

1% decrease (1) (3) ..... e re et e e e et e se e sar e e aaraes (63.0) (7.3) (3.6) (0.6)
Notes:

(1) Sensitivities are net of the associated regulatory asset (liability) and unrecvgmzed defined benefit plans cost, which reflect an AFUB
decision to record costs of employee future benefi &: in the regulated operarrons, excluding Alberta Power (2000), when paid rather
than accrued,

(2) The long term inflation rate for pension plans reflects the fact that pension plan benefit payments are indexed to increases in the
Canadian Consumer Price Index to a maximum increase of 3.0% per annum.

(3) The long terrm inflation rate for other post employment benefit plans is the assumed annual health cane cost trend rate d&'mbed in
the weighted average assumptions.

CHANGES IN ACCOUNTING POLICIES

Effective January 1, 2007, the Corporation prospectively adopted the recommendations of the Canadian
Institute of Chartered Accountants ("CICA") pertaining to financial instruments, hedging and comprehensive
income. These recommendations require certain financial instruments and hedge paositions to be recorded at
their fair value. They also introduce the concept of comprehensive income and accumulated other
comprehensive income. Financial instruments designated as “held-for-trading” and “available-for-sale” will be
carried at their fair value while financial instruments classified as “loans and receivables” and “held-to-maturity”
will be carried at their amortized cost. _All derivatives will be'carried on the consclidated balance sheet at their
fair value, including derivatives designated as hedges. The effective portion of unrealized gains and losses on
cash flow hedges and the cumulative foreign currency translation adjustments arising from self-sustaining
investments in foreign operations will be carried in Accumulated Other Comprehensive Income, a component of
Class I and Class II Share Owners Equity on the consolidated balance sheet. Any ineffective portions of gains
and losses on hedges will be taken into earnings immediately.. Changes in value of fair value hedges will be
recognized in earnings as they occur. The Corporation is unable to determine at this time the impact of
adopting these recommendations on earnings or assets of the Corporation.

Effective January 1, 2006, the Corporation retroactively adopted the CICA Emerging Issues Abstract regarding
conditional asset retirement obligations. This abstract requires-an entity to record a liability for an asset
retirement obligation where the timing and/or ‘method of settlement are conditional upon the .occurrence of a
future event that may or may not be within the control of the entity. Adoption of this abstract had no effect on
the consolidated financial statements for the year ended December 31, 2006.
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Effective January 1, 2006, the Corporation retroactively adopted the CICA Emerging Issues Abstract regarding
stock based compensation for employees eligible to retire before the vesting date. This abstract requires an
entity to recognize the compensation cost attributable to such an award over the period from grant date to the
date the employee becomes eligible to retire, Since the Corporation does not have stock based compensation
plans that contain such provisions, adoption of this abstract had no effect on the consolidated financial
statements for the year ended December 31, 2006.

February 21, 2007
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CIBC Mellon Global Securities Services Company
CIBC Melion Trust Company

February 23, 2007

BC Securities Commission Alberta Securities Commission

Saskatchewan Securities Commission Manitoba Securities Commission

Ontario Securities Commission Quebec Securities Commission

The Office of the Administrator of Securities Nova Scotia Securities Commission
- New Brunswick Securities Division - Newfoundland

Registrar of Securities — Prince Edward Island
Dear Sirs:

RE: ATCO Ltd.
Annual Meeting of S Shareholders

Pursuant to a request from our Pnnmpal we wish to advise you of the followmg dates in
connection with their Annual Meeting of Shareholders

DATE OF MEETING ' May 10, 2007

RECORD DATE FOR NOTICE: March 21, 2007
RECORD DATE FOR VOTING: March 21, 2007
BENEFICIAL OWNERSHIP DETERMINATION DATE: March 21, 2007 -
SECURITIES ENTITLED TO NOTICE: . Class | Non-Voting
a Class Il Voting
SECURITIES ENTITLED TO VOTE: Class |l Voting

Yours very truly,

CIBC MELLON TRUST COMPANY
“Signed”

Amanda Jones

Associate Relationship Manager

(403) 232-2427
amanda jones@cibcmellon.com

cC: Pat Spruin, ATCO Ltd.
CDS & Co.
Judy Power, CIBC Mellon Trust Company

‘ 600 The Dome Tower:333 ~7th Avenue S.W. Suvite 600 = Calgary,A B.a T2P 271 wTel 403.232.2 400 w www.cibcmellon.com

CIBC Mellon Global Securities Services Cnmpan'y and {JBC Mellon Trust Company are licensed users of the CIBC and Mellon trademarks.
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Yours very truly,

CIBC MELLON TRUST COMPANY
“Signed” |
Amanda Jones :
Associate Relationship Manager

(403) 232-2427
amanda_jones@cibcmellon.com

cc; Pat Spruin, ATCO Ltd.
CDS & Co. |
Judy Power, CIBC Mellon Trust Company
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FORM 13-502F1
ANNUAL PARTICIPATION FEE FOR REPORTING ISSUERS

Reporting Issuer Name: | ATCO Ltd.
Particiﬁation Fee for the Financial Year Ending : December 31, 2006
1. Class 1 Reporting Issuers

Market value of equity securities:

Class | Non-Voting Shares:
Total number of securities outstanding at the end of the most

recent financial year: 51,512,046
Simple average of the closing price as of the last trading day
of each of the months of the most recent financial year (1) . X $39.97
Market Value of Class : $2,058,936,000 $2,058,936,000
' (A)
Class Il Voting Shares: ‘
Total number of securities outstanding at the end of the most
recent financial year: ) 6,940,018
Simple average of the closing price as of the last trading day
of each of the months of the most recent financial year (1) X $40.63
Market Value of Class - $281,973,000 $281,973,000
: _ : ' (A)
Market value of corporate debt or preferred shares of Reporting Issuer
Series 3 Preferred Shares
Total number of securities outstanding at the end of the most
recent financial year: 6,000,000
Simple average of the closing price as of the last trading day
of each of the months of the most recent financial year (1) - X $28.26
Market Value of Class $169,560,000 $169,560,000
(B)
Total Capitalization (A+B) " $2.510,469,000
Total Fee payable pursuant to Appendix A of the Rule $29,700
Notes:

(1) See Schedule A




Schedule A

Simple Average of Closing Price On
Last Trading Day of Each Month of 2006

ATCO Ltd.
Class | Class Il Series 3
Non-Voting Voting Preferred
Shares Shares Shares
January $37.75 $38.14 $29.34
| February $36.75 $40.30 $28.02
| March $35.12 $36.07 $28.58
April $33.92 $35.49 " $28.22
May $37.92 $37.75 $28.40
June $36.60 $36.70 $28.30
July $39.40 $39.75 $27.55 -
August $41.47 $41.50 $27.19
September $42.33 $43.80 $28.26
October $41.41 $41.75 $27.89
November’ $46.59 $46.13 $28.32

December - $50.33 $50.20 $29.09

Average $39.97 34063 $28.26
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ATCO  News Release

G R O UP.
: ATCO LTD. & CANADIAN UTILITIES LIMITED
Corporate Head Office: 1500, 909 - 11 Avenue S.W., Calgary, Alberta T2R 1N6 Tek: (403) 292-7500

For Immediate Release

January 18, 2007

ATCO Ltd. Declares Quarterly Dividend
CALGARY, Alberta — The Board of Directors of ATCO Ltd. today declared a first quarter dividend of 22.0 cents per Class | Non-
Voting and Class |l Voting share, a 7.3% increase over the 20.5 cents paid in each of the previous four quarters. The dividend is

payable March 31, 2007, to shareholders of record on March 14, 2007.

The Board also declared the following Cumulative Redeemable Preferred Share Dividend:

TSX Stock Dividend Per Record Date . Payment Date
Shares Symbol _ Share ($) ~ {2007) - (2007)
5.75% Series 3 ACO.PRA 0.359375 07-Feb 01-Mar

ATCO Ltd., an Alberta based worldwide organization of companies with assets of approximately $7.4 billion and more than 7,000
employees, is comprised of three main business divisions: Power Generation; Utilities (natural gas and electricity transmission and
distribution) and Global Enterprises, with companies active in industrial manufacturing, technology, logistics and enigrgy services,
More information about ATCO Ltd. can be found on its website www.atco.com.

-30-
For further information, please contact:

K.M. (Karen) Watson
Senior Vice President &
Chief Financial Officer
ATCO Ltd.

(403) 292-7502

Forward-Laoking information:

Certain staterments contained in this news release may constitute forward-fooking statements. Forward-looking staternents are offen, hut not atways, idantifled by the use of words such as
“anticipate”, "plan”, "expect”, “may”, “will", “intend", “should”, and similar expressions. These slaternents imvolve kiown and unknown risks, uncerlainties and other factors that may cause actual
rasults or evants to differ materially from those anticipated in such ferward-looking statements. The Corporation befiaves that the expectations reflected in the forward-foaking statementy ara
masbnabla, bt no assuranca can be given that these axpaciations will prove 1o ba corract and such forward-fooking stalemenis should not ba unduly relied upon.

The Corporation's actual resuits cowld diffar matarially from those anticipated in these forward-iooking statements a5 a result ol reguiatory dacisions, competitive factors in the industries in which
tha Corp ion operates, prevaling economic conditions, and ather /actors, many of which are beyond the control of the Corporation.

The lorward-looking stataments contained in this news release rapresent the Corporations’ expectations as of the date hereol, and are subject io change after such date. The Corporalion
disclaims any intention or obligation to updale or revise any forwart-ooking stataments whather as a result of new information, future avents or otherwise, excepl as requined under applicable
secunties regulations. ‘
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ATCO News Release

ATCOLTD '
Corporate Head Office: 1400, 909 - 11 Avenue S.W., Calgary, Alberta T2R 1N6 Tel: (403} 292-7500

For Immediate Retease

February 14, 2007

- ATCO LTD. TO RELEASE 2006 YEAR-END RESULTS WEDNESDAY, FEBRUARY 21, 2007

CALGARY, Alberta — ATCO Ltd. (TSX: ACO.X, ACO.Y) will release its financial results for the fourth quarter and the full year ended
December 31, 2008 on Wednesday, February 21, 2007. The news release will be distributed via www.ccnmatthews.com and the
results, including Financial Statements, Management’s Discussion & Analysis and the Annual information Form, will be posted on
www.atco.com. ] :

ATCO Ltd., an Alberta based woridwide organization of companies with assets of approximately $7.4 billion and more than 7,000
employees, is comprised of three main business divisions: Power Generation; Utilities (natural gas and electricity transmission and

' distribution) and Global Enterprises, with companies active in industrial manufacturing, technology, logistics and energy services.
More information about ATCO Ltd. can be found on its website www.atco.com.

For further information, please contact:

K.M. {Karen) Watson

Senior Vice President &

Chief Financial Officer
ATCO Ltd.

(403) 292-7502

Forward-Looking Information: .

Cartain stataments containad in this news ralaase may constitute forward-locking statemants. Forward-foaking statemants are olten, but nol always, identified by the use of words such as
“anticipata®, ‘plan”, “expeci”, “may”, ‘wil, “intand”, “shauld", and similar exp i These ants involve knawn and unknown Misks, uncerainties and other factors that mey cause aclual
results or events to differ matarially from those anticipated in such forward-looking statements. The Corporation believes that the expectations rellacted in the lorwerd-looking staterments are
raasonable, but no assuranca can be givan that these expactations will prove to be corect and such forward-looking statements should not ba unduly ralied upor.

) The Corporation’s aciual results could diffar matenially fom ihose anlicipated in these forward-looking statemenms as a rasult of reguiatory decisions, competiltive factors in the indusiries in which
the Corporation operales, prevailing economic conditions, and other factors, many of which are beyond the controf of the Corparation.

The forward-loaking stalemaents canlained in this news release rapresen! the Corporations’ expactations as of the oate hereol, and are subject to change after such data. Tha Corporation
disclaims any inlention or obligation fo update or ravise any lorward-ipoking stalermants whether as & result of new information, futura events or nlhorwise, excep! as required undar applicable
secunlias reguialions.
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News Release

ATCO LTD.
Corporate Head Office: 1400, 909 - 11 Avenue S.W,, Calgary, Alberta T2R 1N6 Tel: (403) 292-7500

For Immediate Release

ATCO Ltd. Reports Record Earnings in 2006

CALGARY, Alberta - ATCO Lid. (TSX: ACO.X, ACO.Y} reported increased earnings of $207.0 million ($3.48 per share) for
the year ended December 31, 2006 inctuding the $11.7 miliion after tax gain on the sale of land located in downtown Calgary
(“Gain on Sale of Property”), compared to 2005 earnings of $149.0 million ($2.49 per share), Earnings for the three months ended
December 31, 2006 were $56.0 million ($0.95 per share) compared to earnlngs for the same three months in 2005 of $52.2 millign
($0.87 per share).

Financial Summa ‘
4 For the Three For the Twelve

Months Ended Months Ended
December 31 December 31
2006 2005 2006 2005

(% Millions except per share data)
(unaudited)

""Earnlngs o and- e s e
...Gain on Sale of F’TOPBHV OOV | X - SOOI ¢ 1 - 7 AUV 12 NS <35 S

i This measure is cash generated from operations before changes in non-cash working capital and is not defined by Generally Accepted
Accounting Principles. This measure may nol be comparable (o similar measures used by other companies.

Earnings for the twelve months ended Dec‘ember'af, 2006, increased primarily due to:

« increased business activity in ATCO Structures and ATCO Noise Management;

* the Gain on Sale of Property;

* higher earnings in ATCO Power's and ATCO Resources' Alberta generating plants due to higher spark spreads realized
on sales of electricity in the Alberta market;

* higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased and the timing and
demand of storage capacity sold by ATCO Midstream; and

+ $9.3 million adjustment in the second quarter of 2006 to reflect changes to federal and provincial taxes and rates.

This increase was partially offset by:

* an interest and-income tax expense adjustment in Alberta Power (2000) due to a Canada Revenue Agency reassessment
received in the third quarter of 2006 relating to the disposition of. the H.R. Milner generating plant in.2001. Due to the
uncertainty as to whether the reassessment will ultimately be resolved in the Corporation’s favour, the Corporation reduced
earnings by $6.4 million in 2006. '

[ continued ] -



Earnings for the three months ended December 31 , 2006, increased primarily due to:
* increased business activity in ATCQ Structures; '
* higher earnings in ATCO Power's and ATCO Resources’ Alberta generating plants due to higher spark spreads reallzed
on sales of electricity in the Alberta market; and
= colder temperatures in ATCO Gas.

This increase was partially offset by:
* increased share appreciation rights expense due to changes in Canadian Utllmes Limited Class A non-voting share and ATCO
Lid. Class | Non-Voting share prices since September 30, 2006; and
« higher maintenance expense due to a planned outage in 2006 at Alberta Power (2000)’s Battle River generating plant.

Revenues for the twelve months ended December 31, 20086, increased primarily due to:
+ increased business activity in ATCO Structures and ATCO Noise Management;
+ improved merchant power prices, higher natural gas fuel purchases recovered on a ‘no-margin’ basis, and higher availability
(due to a planned outage in 2005} in ATCO Power's U.K. operations; and
* higher storage revenues due to higher capacity leased, and the timing and demand of storage capacity sold by ATCO
Midstream.

This increase was partially offset by:
* reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from its natural gas
storage facility on March 31, 2005, in accordance with Alberta Energy and Utilities Beard directives.

Revenues for the three months ended December 31, 2006, increased primarily due to:
+ increased business activity in ATCOQ Structures;
* higher availability {due to a planned outage in 2005) |mproved merchant power prices and higher natural gas fuel purchases
recovered on a ‘no margin’ basis in ATCO Power's U.K. operations; and
* colder temperatures in ATCO Gas. -

This increase was partially offset by: .
« lower recovery of natural gas costs in revenues due to customers supplying shrinkage gas in ethane extraction cperations in
ATCO Midstream; and
« {ower volumes of natural gas purchased and resold for natural gas liguids extracnon in ATCO Mldstream

" fFunds generated by operauons for the tweive months ended December 31, 2006 increased pnmanly due to:
» increased earnings.

This increase was partially offset by:
* lower proceeds from the TXU Europe settlement in ATCO Power's U.K. operations,

Funds generated by operations for the three months ended December 31, 2008, decreased primarily due to:
» decreased availability incentives in Alberta Power (2000), primarily due to availability penalties paid associated with the
planned maintenance outage in 2006 for the Battle River generating plant which occurred during a’period of high Alberta
Power Poo! electricity prices.

This decrease was partially offset by:
* increased earnings.

[ continued ]




Other Recent Highlights include:

s+ ATCO Structures was awarded Phase Two of a major contract to supply construction workforce housing and permanent facilities at
the De Beers Victor Diamond Mine in Northern Ontario. _

= The Corporation announced that its Board of Directors completed its review of the strategic alternatives available for its gas gathering
& processing and natural gas liquids midstream business and decided to retain the business under the Corporation’s current
structure.

* ATCO |-Tek received “Top Customer Satisfaction Award in North America Energy Industry” for its operation of the ATCO Gas and
ATCO Electric Call Centre.

= ATCO Travel was awarded the 2006 Association of Canadian Travel Agencies Atlas Award for Travel Agency of the Year in Alberta
and the Northwest Territories.

ATCO Ltd.'s consolidated financial statements, management'’s discussion and analysis of financial condition and results of operations
for the three and twelve months ended December 31, 20086, and its 2006 annual information form will be available on ATCO Ltd.'s website
(www.atco.com) or via SEDAR (www.sedar.com} or can be requested from the Corporation.

ATCO Group, an Alberta based worldwide organization of companies with assets of approximately $7.7 billion and mare than 7,000
employees, is comprised of three main business divisions: Power Generation; Utilities (natural gas and electricity transmission and
distribution) and Global Enterprises, with companies active in industrial manufacturing, technology, logistics and energy services.
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For further information, please contact:

K.M. (Karen) Watson
Senior Vice President &
Chief Financial Officer
ATCO Ltd.

(403) 292-7502

Forward-Looking Information:

Certaln sietements contained In this news release may constitute forward-foaking staternents.  Forward-looking siatements are often but not aiways, identifiad by lhe use of words such as
“anticipate”, “plan”, “expect”, *may”, "will", “intend”, “should”, and similar expressions. These statements involve known and unknown risks, uncertainties and other factors thal may cause actual
rasults or events to differ materally trom those anticipated in such forward-ooking statemants. The Corporation believes (hal the expectations reflected in the forward-looking statements are
reasonable, but no assurance can be given that ihese expectalions will prove to ba correct end such forward-looking statemerts should rot be unduly refied upon.,

The Corparation’s actual results could differ fatly from those anticipated in these forward-tooking statements as a result of regulatory decisions, compen‘rive factors in the industries in which
the Corporation operates. prevailing economic conditions, and othar factors, many of which are beyond the control of the Corporation.

Tha fmrd-iookrng statomonts conlained in this news release represant the Corporations” axpectations as of the date hersof, and ara subject fo changa after such date. The Corporztion
disclaims any infention or gbligation to update or ravise any forwand-looking stataments whather 83 & result of new information, future évents or Otherwise, except as raquired under applicabls
sacuniies regulations.




